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A REPLY TO MR. MACVANE: ON THE SOURCE 
OF BUSINESS PROFITS. 


WHEN the article “On the Source of Business Profits,” 
in the Quarterly Journal of Heonomics for April, 1887, 
was preparing, the author believed that any one who 
might undertake to refute the views therein presented 
must join issue on one or two points only. It seemed to 
him that the question raised, as to the constituents of the 
employing class and the source of their profits, was a sim- 
ple one, and that the discussion of the theory he proposed 
would necessarily be confined within a narrow range. 
In this opinion, it appears, he was mistaken; for Mr. 
Macvane has, in his article in the October number of 
this journal, arrayed against that theory a host of objec- 
tions, all of which could not be replied to within any 
limits that could reasonably be allotted for that purpose, 
while to answer only those on which Mr. Macvane has 
placed most stress will necessarily require a heavy tax on 
the reader’s patience. 
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If those objections can be arranged on any system what- 
ever, they may perhaps be grouped under two general 
heads: first, objections to my theory derived from that 
view of the source of wages which is known as the doc- 
trine of the wages fund; second, objections which Mr. 
Macvane brings directly against the views presented, in 
the April number, concerning the constitution of the em- 
ploying class and the economic reasons for the very wide 
range existing among the members of that class as to the 
gains by them severally realized. 

I. (a) Perhaps the most grievous thing to me, person- 
ally, is the imputation of having grossly misrepresented 
the wage-fund doctrine.* That charge has been made 
before; but it has never been supported, so far as I am 
aware, by a single citation from the writings of any advo- 
cate of that doctrine, showing that he held it in any other 
sense, nor has the complaint been made by one of the per- 
sons supposed to be aggrieved. On the other hand, in my 
article in the North American Review for January, 1875, 
in which the natural and literary history of that doctrine 
was discussed at length, the statements of a half-score 
of its leading advocates were given in their own words. 
Moreover, of the only two of these writers by me known 
to be then surviving, one, Professor Perry of Williams 
College, frankly stated, in the preface to the next edition 
of his Political Economy, that his views on the subject 
had been changed by the arguments I had presented; the 
other, Professor Fawcett, failed, through all our oral or 
written communication down to the time of his death, 


**T must say that, for my own part, I have never understood the wages- 
fund theory to assert or to imply any such absurdities. How anybody could 
have so read and interpreted any standard account of the circumstances deter- 
mining the magnitude of the wages fund, and the rate of wages resulting from 
it, is to me incomprehensible.’? Mr. Macvane, Quarterly Journal of Economics, 
October, 1887, p. 24. 

“*Of course, no sane person would deny —I think no sane person ever has 
denied — that there is a relation between the rate of wages and the productive- 
ness of labor.”” Id., p. 16. 





























THE SOURCE OF BUSINESS PROFITS 265 





ever to express the slightest sense of injustice done him. 
It is possible that, in charging misrepresentation of the 
wage-fund doctrine, Mr. Macvane has in view the state- 
ments of that doctrine made after it had been attacked 
by Longe, Thornton, and others, between 1866 and 1876; 
but I must decline to accept these patched and revamped 
statements as giving any true expression of the wage-fund 
doctrine, as it should be known in economic controversy 
and economic history. For more than forty years that 
doctrine held complete sway over English political econ- 
omy. It was stated and restated with the utmost pre- 
cision and with entire unanimity by the economists of 
that generation, and the wage-fund was freely referred 
to, in discussion, as an ultimate fact. It is this doctrine, 
so stated,* that is properly referred to as the wage-fund 
doctrine; and those of us who have attacked it, or who 
may now, since its general abandonment, have occasion 
to refer to it historically, are not bound to qualify our 
expressions by any reference to statements made of it, 
after it had been challenged and criticised, by writers 
who sought to recast it, surrendering, because they must, 
almost the entire ground to its assailants, and, as Pro- 
fessor Marshall has said in the first number of this journal 
for the current year, depriving it of all significance and 
all consequence. 

(6) In attempting to rehabilitate the wage fund, Mr. 


* “There is supposed to be, at any given instant, a sum of wealth, which is 
unconditionally devoted to the payment of wages of labor. This sum is not 
regarded as unalterable, for it is augmented by saving, and increases with the 
progress of wealth ; but it is reasoned upon as, at any given moment, a prede- 
termined amount. More than that t it is d that the wages receiving 
class cannot possibly divide among them ; that amount, and no less, they cannot but 
obtain. So that, the sum to be divided being fixed, the wages of each depend solely 
upon the divisor, the number of participanis.’’ John Stuart Mill, Fortnightly 
Review, 1869. 

Mr. Macvane declares (page 23-4) that no economist ever taught the doc- 
trine that, ‘‘if the laborer does not seek his interest, his interest will seek him 
and will find him.’’ Is not this distinctly asserted in Mr. Mill’s statement 
above,— ‘‘ that amount, and no less, they cannot but obtain” ? 
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Macvane finds it essential to destroy the theory, which 
during the last ten and twenty years has obtained a con- 
stantly increasing acceptance, that wages are, in a philo- 
sophical sense, paid out of the product of industry. At 
times, he writes as if he understood the advocates of this 
view to hold that wages are actually so paid, the laborers 
awaiting the harvesting of the crops or the marketing of 
the goods, in order to receive the remuneration of their 
exertions. While he admits that, in some instances, this 
is the case, he thinks that the proportion of such instances 
is small.* Now, so far as the theory he combats is con- 
cerned, it does not matter whether the proportion of such 
instances be larger or smaller. So far as the theory he 
advocates is concerned, however, any proportion whatever 
of such instances is absolutely fatal,j since it is of the 
essence of the wage-fund doctrine that wages are paid 
always and wholly out of capital, the saved and accumu- 
lated results of precedent industry. 

But, in fact, is the proportion of such instances as small 
as Mr. Macvane seeks to show? Let us take a few classes 
of cases. The railroads of the United States receive an- 
nually two hundred and ten millions of dollars for trans- 
porting passengers. These receipts come in day by day, 
yet the railroad company habitually pays its employees 
at the close of the week or at the close of the month. 
Here we have a very large class of services where the 
employer receives the price of his product before he pays 
for the labor concerned in its production. The railroads 
of the United States also receive annually for freights 
five hundred and fifty millions. The greater portion of 


***On the whole, I cannot help feeling that Mr. Walker takes a very 
imperfect view of the extent to which current wages at any moment are the 
product of previous labor.’”” Mr. Macvane, p. 31. ‘‘ Wages are, with slight 
exceptions, paid before production is completed.’ Jd., p. 21. ‘‘ Civilized 
labor does not yield immediately a product good for human use.” TId., p. 27. 

+ “* La théorie exclusive du fonds des salaires ne pouvait tenir en présence 
de tels faits.”” M. Levasseur, Journal des Economistes, January, 1888, 
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this amount is collected before the train hands, the track 
hands, and the station hands have received the remuner- 
ation for their share of the service. In a still higher 
degree is it true that express companies receive the price 
of their service prior to the payment of their employees. 
The United States government, again, collects its postal 
revenues day by day, yet postpones the payment of its 
clerks and carriers to the end of the month. To descend 
to the other end of the scale of dignity, hotel-keepers and, 
in a less degree, boarding-house keepers collect their bills 
before they pay their cooks, chambermaids, and scullions. 
Nearly all the receipts of theatre, opera, and concert com- 
panies are obtained day by day, although their staffs and 
troupes are borne on monthly or weekly pay-rolls. 

It is not necessary longer to pursue this subject, since, 
as was said, it does not matter, so far as the theory of 
wages which Mr. Macvane combats is concerned, how 
large or how small is the proportion of instances in which 
the employer sells his goods or his services before paying 
for the labor engaged in their production. 

(ec) In regard to that part, let us say at once, by far 
the greater part, of the aggregate volume of wages, which 
is paid before the employer has housed his crops or mar- 
keted his goods, Mr. Macvane finds something absurd in 
the proposition that these wages are, indeed, advanced 
out of capital, but are, in economic theory, paid out 
of product: — 


I have endeavored to get a clear idea of Mr. Walker’s precise 
view on this point, but without entire success. At times, he seems 
to admit that wages are in the nature of an advance to the laborers; 
at times, he seems to throw a doubt on the reality of the advance. 
In one breath, he says, “ Wages are, to a very considerable degree 
in all communities, advanced out of capital, and this from the very 
necessity of the case”; in the next breath, he tells us that “wages 
are, in a philosophical view of the subject, paid out of the product 
of present industry.” He heads a chapter with the statement that 
“The Wages of the Laborer are paid out of the Product of his Indus- 
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try,” and yet, in the course of the chapter, states that, “in those coun- 
tries which have accumulated large stores of wealth, wages are in fact 
very generally, if not universally, advanced” to the laborers. While 
his statements are thus somewhat wavering, etc. (p. 30.) 


From the above, a reader could but gather that the 
“wavering” statements of the work cited were due to in- e 
advertent self-contradiction: whereas, the two statements, 
that wages may be and often are advanced out of capital, 
but are, in a philosophical view, paid out of product, are 
purposely made parts of the same sentence. It is not in 
two breaths, but in one, that these statements are uttered ; 
and the two together constitute, as I esteem it, a perfectly 
self-consistent theory of the origin and measure of wages. 
Whether that theory is consistent with the facts of indus- 
trial society will be considered further on. Assuming, 
for the moment, that wages are, in the economic sense, 
paid out of product, what is there illogical or absurd in © 
the statement that they are, nevertheless, often, and indeed 
geuerally, advanced out of capital? When Mr. Irving 
gives a series of theatrical entertainments, he doubtless 
pays, in advance,* out of the profits of previous profes- 
sional service, a considerable proportion of the necessary 
expenses. Is there in this aught inconsistent with the 
statement that, from the manager’s point of view, those 
expenses are chargeable to the entertainments themselves, 
and are, philosophically considered, paid out of the re- 
ceipts? When a manufacturer undertakes the produc- 
tion of a body of goods, or a farmer the raising of a crop, ‘ 
a portion, larger or smaller, of the expenses, including the 
whole or a part, as the case may be, of the wages of the 
laborers employed, is paid out of previous accumulations. 
Is there anything in this inconsistent with the statement 

















* Of course, the employer or manager should have, and generally, though 
not always, does have, enough to insure the payment of the wages promised, 
against a possible falling off in the anticipated receipts. This has been abun- 
dantly covered in all my statements. 
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that, from the employer’s point of view, those expenses 
are properly chargeable to the product, and are, in the 
economic sense, paid out of the proceeds? 

(d@) Coming now to the main question, What is the 
source, and wherein is found the limit, of wages possibly 
to be paid? Mr. Macvane strenuously asserts, according 
to the old wage-fund doctrine, that wages are paid out 
of capital; but he adduces no consideration which seems 
to me in the slightest degree to affect the validity of the 
argument by which the proposition that wages are, in a 
philosophical sense, paid out of the product, has been 
established to the general acceptance of living economists. 

The difference is just this: the advocates of the wage- 
fund doctrine assert that the sufficient reason for the pay- 
ment of wages is found in the existence of capital; and 
that it is the amount of that capital, thus pre-existing, 
which determines absolutely the amount of wages which 
can be and will be paid in any given situation. Those 
of us who oppose the wage-fund doctrine maintain that, 
while the pre-existence of capital is an important and, 
indeed, essential condition of production, the only suffi- 
cient reason for the employment of labor is found in the 
motives which lead to production; and that it is the an- 
ticipated value of the product, under the given efficiency 
of land, labor, and capital, in the situation existing, which 
determines the amount of wages which can be and will be 
paid. The advocate of the wage-fund doctrine holds that 
only one of the three factors of production, viz., capital, 
has to do with the problem of wages. We hold that all 
three factors enter into that problem. The wage-fund 
advocate virtually declares that the possessor of capital is 
under an economic necessity to employ labor. We hold 
that the mere fact that a man is the possessor of capital 
no more constitutes a reason why he should pay wages 
than the fact that another man has legs and arms consti- 
tutes a reason why he should work when he can get no 
wages. We hold that those who own or control capital 
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pay wages, not that they may disburse a fund of which 
they are in possession, but that they may purchase labor ; 
that they purchase labor, not that they may keep the 
laborers employed, but that they may produce wealth by 
means of that labor; that, therefore, it is the expectation 
of the product, and not the possession of capital, which 
constitutes the motive for the payment of wages; and 
that it is the anticipated value of that product, and not 
the amount of capital they have at command, which de- 
termines the amount they can afford to pay in wages, in 
addition to necessary payments on account of interest 
and rent. 

(e) But, aside from the direct argument in favor of his 
proposition that wages are paid out of and limited by cap- 
ital, Mr. Macvane thinks he finds an insuperable objection 
to the view that wages are, economically speaking, paid 
out of the product, in what he regards as the financial 
impossibility of anticipating, for such a purpose, the avails 
of production. How, he asks, can wages be paid out of 
the product when the product is not in existence, at least 
in marketable shape, when the wages are actually paid? 
‘Even on the assumption that the efficiency of labor were 
at once increased to an extent which would, economically, 
justify an addition of fifteen per cent. to their wages, he 
declares that increased wages could not possibly be paid, 
because the commodities necessary for paying the increase 
would not yet have been produced. (p. 27.) He declares 
that such an anticipation of the avails of production would 
be “a miracle.” (p. 26.) “The wages of the present,” 
he says, “must still depend on the present resources for 
paying wages.” (pp. 17,18.) In the very spirit of the 
old wage-fund doctrine, he declares that an increase of 
production resulting from an enhanced efficiency of labor 
must, of necessity,* first go, entire, as extra profits to the 

*“* These influences can act on wages only by first acting on savings.” 


(p.17.) “Thei of product goes, in the first instance, by the very nature 
of the case, to swell the revenues of those who employ laborers.”’ (p. 25.) 
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employer or as extra interest to the capitalist; and that 
it is only as these may afterwards decide to employ their 
greater wealth in the purchase of more labor that wages 
can be enhanced. 

Now, manifestly, this objection does not lie at all against 
an increase of wages due to an enhanced productiveness 
in those classes of cases where the employer realizes the 
avails of the service before he is expected to pay the 
wages of his own employees. But, really, does this ob- 
jection apply to any class of cases? I think I have shown 
in The Wages Question, both by reason and by abundant 
instances, that it does not. The fact is, Mr. Macvane’s 
whole reasoning on this subject unconsciously embodies 
an éguivogue. It is true that, in a certain industrial and 
financial situation, the body of employers might not be 
able to pay —that is, to pay down —more than a certain 
amount in wages. But it does not follow that they might 
not engage to pay more, possibly much more, in wages, if 
their expectations of the product should be such as to 
justify increased expenditure on this account. Now, it is 
precisely in that way that we perform Mr. Macvane’s 
“miracle.” Introduce the element of credit between the 
employer and the laborer, and, presto, change! that which 
was declared to be physically impossible becomes an ac- 
complished fact. The miracle is wrought. The employer 
engages to pay such wages as the anticipated value of the 
product will justify. He pays down as much as his means 
will allow or as the necessities of the laborers require.* 
He pays the balance of wages out of the harvested crop or 
marketed goods. 


*“* There is nothing in the need that the laborer has of provisional main- 
tenance which defeats his claim to a payment, over and above the mere cost 
of subsistence, out of the product when completed. It may be that poor 
Piers must depend daily, pending harvest, upon the Squire for bread, out of 
the crop of last year; but that constitutes no reason why Piers should not 
receive some sheaves, at harvest, as his own.”” F. A. Walker, ‘‘ The Wage 
Fand,’’ North American Review, January, 1875. 
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The arrangement which has been described is that upon 
which the payment of wages largely rests in all commu- 
nities of comparatively limited capital. Perhaps I may be 
permitted to quote somewhat at length from my work — 
The Wages Question — upon this point : — 


In new countries, by which we mean those to which men have 
gone with the industrial ideas and ambitions of older countries, but 
with an amount of capital which, from thé necessity of the case, is 
more or less inadequate to the undertakings for which their skill and 
labor qualify them, wages are only partially paid out of capital. The 
history of our own country so amply illustrates this statement that 
we need not go elsewhere for examples. From the first settlement 
of the colonies down to the discovery of gold in California, laborers, 
whether in agriculture or in manufactures, were, as a rule, hired by 
the year, to be paid at the end of the year. Bare subsistence might 
be furnished by the employer meanwhile, small amounts of money 
might be advanced “for accommodation,” the laborer’s tax bill or 
doctor’s bill might be settled by the employer; but these payments 
were not to such an extent (except in case of protracted sickness or 
sudden misfortune) but that the employer was always in debt to his 
laborer. 

I have before me a considerable collection of accounts taken from 
the books of farmers in different sections as late as 1851. These 
show the hands charged with advances of the most miscellaneous 
character.... In general, the amount of such advances does not 
exceed one-third, and it rarely reaches one-half of the stipulated 
wages of the year. It is idle to speak of wages thus paid as coming 
out of capital. At the time these contracts were made, the wealth 
which was to pay these wages was not in existence. It came into 
existence only as the result of those contracts and the rendering of 
those services. 

Not less distinctly did this system of paying wages prevail in the 
department of manufacturing industry during the same period. Ex- 
tensive inquiries have satisfied me that manufacturers in New Eng- 
land did not generally leave off paying their workmen by the year 
until after 1854 or 1855.... Such an arrangement was the very con- 
dition on which alone industry could be prosecuted, on which alone 
employment could be given. Capital was scarce, because the country 
was comparatively new; and, if wages had been measured by capital, 
wages must have been low. But at the same time production was 
large, because natural agents were copious and efficient, and labor 
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was intelligent and skilful; and as it is production, not capital, which 
affords the measure of wages, wages were high, but the workmen 
had to wait for them till the crop was harvested or the goods sold. 
And this they gladly did, and never for one instant suspected that 
they were being paid out of capital; indeed, they knew better, for 
they had seen growing under their hands that in which they were 
finally paid... . 

But whether wages are advanced out of capital in whole, or in part, 
or not at all, it still remains true that it is the product to which the 
employer looks to ascertain the amount which he can afford to pay. 
When the employer shall pay is a financial question. What he shall 
pay is the true industrial question with which we have to do in 
treating wages. This is determined by the efficiency of labor under 
the conditions existing at the time and place. (pp. 135-137.) 


II. (Cf) The objections which Mr. Macvane brings 
directly against my theory of the Source of Business 
Profits are not easily classified, and I see very little pref- 
erence for one order of dealing with them as comparéd 
with any other. Perhaps the objection which it may be 
well to dispose of first is that which Mr. Macvane educes 
from the practical inconvenience to political economists 
which would be attendant on the acceptance of a second 
descending scale of productiveness. Mr. Macvane says: 


We should have, according to this new doctrine, two descending 
scales of productiveness, one due to differences in the natural agents, 
the other due to the varying capacity of employers. Both of these 
(the foot of the scale in each case) are supposed to be operative in 
determining the price. The cost of production of that part of the 
supply which is produced at the greatest disadvantage settles the 
price of the whole. Bunt what part, on this theory, is produced at 
the greatest disadvantage? Unless, by happy chance, the lower end 
of the one scale coincides with the lower end of the other, unless the 
least efficient employers have the least productive lands, we lose our 
regulator of price and our base for reckoning rent. If the least effi- 
cient employers should happen to have farms and mines somewhat 
above the poorest, the consequences would be extremely awkward. 
The poverty of the poorest lands might be counterbalanced, to an 
indefinite extent, by the superior business capacity of those tilling 
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them; and the inferior business capacity of the least capable farmers. 
would be offset by the natural advantages of their land. If each of 
these is to operate in fixing the price, how are they to combine their 
effects? The produce that comes under the influence of the one 
escapes the effects of the other. Where shall we look, on this theory, 
for “that portion of the supply which is produced under the greatest 
disadvantage”? (pp. 4, 5.) 





Now, this practical objection actually exists; and, if the 
convenience of political economists, merely, had been con- 
sulted in the formation of the soil and the constitution of 
human society, one descending scale of productiveness, 
only, would have been allowed. Indeed, we may further 
say, if the convenience of political economists alone had 
been consulted, mankind would have been created strictly 
according to the pattern of that economic man whose 
actions the writers of the Ricardian school delight to 
describe; and all those annoying “ sympathies, apathies, 
and antipathies,” which perplex the student of wealth, 
would have been entirely eliminated from society. 

The question, however, is not whether the existence of 
“two descending scales of productiveness ” suits the con- 
venience of economic reasoning, but rather whether two 
such scales, in fact, coexist; and Mr. Macvane’s highly 
humorous description of the embarrassments of political 
economists on this account cannot be taken as constitut- 
ing even a prima-facie objection to the theory of business 
profits which he combats, unless he is able to adduce at 
least one department of human activity within which two 
(or more) descending scales do not coexist. I have been 
able to think of none. If we speak of war, we have good 
generals with good armies and good generals with bad 
armies, bad generals with good armies (sometimes, by 
the accidents of succession) and bad generals with bad 
armies. Moreover, some of the good armies and some of 
the bad armies may have good weapons, and some of the 
good armies and some of the bad armies may have bad 
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weapons. Of course, this makes it terribly confusing to 
the military critic, who naturally wishes that all generals 
had been good (or bad), that all armies had been good (or 
bad), and that all weapons had been good (or bad), in 
order that his “science” might be as simple as possible 
and susceptible of purely mathematical treatment through- 
out. But the convenience of military critics has been as 
little consulted as that of economists in the constitution 
of the world; and those who will write of war are there- 
fore sometimes obliged to weigh a good army under a 
bad commander, but with good weapons, against a bad 
army under a good commander, but with bad weapons,— 
and so on through all the permutations of which the given 
elements are susceptible. 

If we speak of sport, we find fishermen, who may them- 
selves be good, indifferent, or bad, using fishing rods and 
lines and hooks and flies which may be either good, in- 
different, or bad; and the writer on angling may be coh- 
fronted with the delicate problem whether an indifferent 
fisherman with good tackle will catch more trout in a day 
than a good fisherman with indifferent tackle. When we 
add that the streams on which a number of fishermen are 
engaged may, in turn, be either good, indifferent, or bad, 
the problem, it will be seen, becomes one of great diffi- 
culty. It would be easy to show that the same com- 
plexity exists in industry which has been shown to exist 
in war and in sport. But it is, probably, not necessary to 
pursue the matter further, until Mr. Macvane has cited 
one instance, among all the forms of human activity, 
where two, or more, “descending scales of productive- 
ness” do not coexist. 

(g) As to the special case of the cultivation of the 
soil, which Mr. Macvane brings forward,* as showing the 


*In discussing the law of rent in his general treatise, he [Mr. Walker] 
dwells only on differences of soil and situation, as causing one farmer to have 
larger returns than another. Incidentally, indeed, in cc tion with anoth 
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absolutely destructive effects upon systematic political 
economy which would be produced by the recognition of 
two descending scales of productiveness, I think there 
will be no difficulty in showing the entire compatibility 
of my theory of the Source of Business Profits with the 
accepted economic doctrine of rent. That this point was 
not dwelt upon in the April article, as Mr. Macvane com- 
plains, was due to the fact that I was there, primarily, 
writing on profits, and not on rent; and gave my readers 
credit for the intelligence required to qualify, for them- 
selves, the familiar statement of the law of rent, to cor- 
respond to any deviation from the assumption which un- 
derlies that law. What is that assumption? Why, that 
the several tracts of land taken for the purposes of the 
discussion are treated with “equal applications of labor 
and capital.” This assumption is expressed in all state- 
ments of the Ricardian doctrine of rent, usually in the 
very words given above. Now, the phrase, “equal appli- 
cations of labor and capital” fairly implies both that the 
amounts of labor and capital applied to the several tracts 
shall be equal and that these amounts shall be equally 
well applied,— applied, t.e., with the same intelligence, 
energy, economy, and skill in each and every case. 
Since, however, Mr. Macvane expresses a desire to have 
it formally shown how the accepted theory of rent can 
be made to work in conjunction with the newly offered 
theory of profits, the following illustration may be given: 


subject, he makes a remark, which, if taken literally, can only mean that, in 
his theory, all farmers are to be regarded as of the same grade of ability, and 
all of the “‘ no-profits’’ class! Comparing the special gains of the successful 
business man with the rent of land, he says,—‘‘ just as the cultivator of soils of 
the better class has a surplus left in his hands after paying wages for labor 
and interest for capital employed, which surplus, called rent, goes to the owner 
of the soil.” If it is assumed that the whole surplus above wages paid for 
labor and interest for capital goes to the landlord, of course that would 
obviate the difficulties I have mentioned: all farmers are then of the ‘ no- 
profits” grade. But, if that be assumed, what shall we say of the assump- 
tion? (pp. 5, 6.) 
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Let it be supposed that all the land cultivated for the 
supply of a certain market is divided into three tracts, 
which would, under the application of equal amounts of 
labor and capital, all well, and equally well, administered, 
yield, severally, sixty, forty, and twenty bushels of Indian 
corn. According to the Ricardian formula, the rent of 
the best land will then be forty bushels; the rent of the 
second grade will be twenty bushels; the third tract will 
bring no rent, the crop simply repaying the cost of culti- 
vation. Now, let it be further supposed that, instead of 
equal intelligence, energy, economy, and skill directing 
the application of labor and capital to the land in this 
community, the cultivators of each grade of soil are them- 
selves of three different grades of efficiency, those of the 
lowest grade not being capable of deriving from the soil, 
through the application of the given amounts of labor 
and capital, so much by two bushels as do the producers 
of the highest grade, while the cultivators of the inter- 
mediate grade fall short of the best result by one bushel. 
It is clear that there would then be required a readjust- 
ment of the scale of rents, according to the new elements 
introduced into the problem. The actual produce of the 
three grades of soil would be, under the hands of the 
three grades of cultivators, as follows: — 


First-grade Second-grade Third-grade 

cultivation. cultivation. cultivation. 
First-grade soils, . ... .- 60 59 58 
Second-grade soils, ... . 40 39 38 
Third-grade soils, . ... . 20 19 18 


What, then, has been the effect of the introduction of 
cultivators of lower industrial grades, in the case just 
now given? It has been practically equivalent to lower- 
ing the limit of cultivation to lands producing, under the 
given application of labor and capital, no longer twenty, 
but only eighteen bushels per acre, with all which such 
a lowering of the limit of cultivation implies. 

(h) The point which we have now reached is that which, 
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perhaps, is most convenient for dealing with the argument 
that the occupation of the soil or the control of the 
agencies of transportation, trade, and manufacture by in- 
competent employers is powerless to enhance the price 
of products or to diminish the remuneration of labor. 


Why not also caution the community against allowing the poorer 
grades of land to be cultivated? There would seem, on his [Mr. 
Walker’s] theory, to be as good reason for the caution in the one case 
as in the other. If the least competent employers regulate prices, 
then prices would be made higher and not lower by driving them out 
of business, just as the price of food would be made higher and not 
lower by punishing men for cultivating poor grades of land. Mr. 
Walker is thoroughly aware that it is not open to anybody to force 
up the price of food and the rent of land by needlessly bringing into 
cultivation land poorer than any hitherto in use. Why should he 
argue as if the corresponding feat were possible, when incompetent 
employers “force themselves into the control of business and main- 
tain themselves there at the expense of the community”? (pp. 7, 8.) 


It is true that, if, in the community taken above for 
the foregoing illustration (g), one incompetent cultivator, 
or twenty or a hundred, were to move out upon land pro- 
ducing, with the given application of labor and capital, 
only ten bushels to the acre, their doing so would have no 
effect upon the price of corn. They would simply starve 
themselves; and the price of corn would remain un- 
changed, because, as we assumed, the whole required 
supply of the community can be produced upon the sixty, 
the forty, and the twenty bushel tracts, taken together. 
But we saw above that, if incompetent cultivators come 
into possession of the better tracts, they do so to the in- 
jury, not of themselves only, but also of the community. 
What Mr. Macvane, in effect, says is that the control, 
by incompetent persons, of productive machinery which is 
not required for the supply of the community can have 
no effect upon the price of produce. This is true enough, 
but has no relevancy to the question. What I referred to 


vf 











THE SOURCE OF BUSINESS PROFITS 279 
was the possession and control, by incompetent persons, 
of a portion of the productive machinery which és required 
for the supply of the community. 

(¢) But Mr. Macvane (page 6) brings still another 
objection to the view that the control of business by in- 
competent employers is at the cost of the community, and 
is, therefore, something to be deprecated. He admits, in 
the case of agriculture, that, “as poorer sources of supply 
have to be resorted to, in the industries subject to the law 
of diminishing returns, the value of the product rises.” 
But, he argues, “this is because, and only because, other 
industries are free from the law of diminishing returns. 
If all industries were subject to that law, neither value 
nor price would be affected by it.” Now, Mr. Macvane 
continues, “ the differing efficiency of employers is a fact 
common to all industries, and, by Mr. Walker’s own 
assumption, tapers off to the same precise vanishing point 
of ‘no-profits’ in all. How then, I ask, shall it affect the 
value or the price of any commodity? If the presence of 
the ‘no profits’ employer tends to raise the value of any 
one product, it must have a precisely similar effect on the 
value of every other product.” That is, since the range 
of efficiency in the employing class affects all industries, 
and presumably affects them all alike, it is as if it affected 
none. This cause can have no possible influence upon 
value.* Thus does Mr. Macvane dispose of the “no- 
profits” employer as the regulator of prices; and he adds, 


* As if to shut me off from the last possible avenue of escape, Mr. Mac- 
vane adds, ‘* Neither can it affect prices (i.e., the exchanging proportions of 
gold and other things), since in the production of gold the ‘no-profits ’ em- 
ployer is present, and must be as potent in affecting the value of the product 
as he is in every other case.” (pp. 6, 7.) Mr. Macvane here falls into a 
familiar error, in the theory of money, by assuming that the present cost of 
production of gold necessarily governs the ‘‘exchanging proportions of gold 
and other things.’’ It does not do this necessarily ; it does not do this habitu- 
ally ; it seldom does this. It is fairly a question whether, in the history of the 
world, it has ever done this. For hundreds of years after the downfall of the 
Western Empire, gold and silver continued to purchase only a small fraction 
of the labor or commodities which would then have been required to produce 
gold or silver, in any considerable quantities. For generations after the dis- 
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“Probably Mr. Walker would admit that his proposition 
as to the source of the earnings of successful business men 
must stand or fall with his theory as to the price-regulat- 
ing function of the ‘no-profits’ business man.” (p. 8.) 

This is one of the stinging points which abound in the 
October article, and which produce the impression upon 
the mind of the casual reader that Mr. Macvane has 
exposed a grave blunder. The fact is there is not the 
slightest validity in the objection. Mr. Macvane’s argu- 
ment is, to use an Hibernicism, built upon an hiatus. It 
is true that the prices of the products of all industries 
cannot (the volume of the currency remaining unaltered) 
rise simultaneously, provided the same quantities are con- 
cerned. With a diminution, however, in the amounts of 
the several commodities in the market, there is no reason 
why each commodity should not bear a higher price. On 
the contrary, prices must rise. 

Now, the introduction of employers of less than full 
efficiency does, by the very statement of the case, diminish 
the amounts of the products resulting from the application 
of labor and capital. 

(7) Still further pursuing his objection to my proposi- 
tion, that the earnings of the successful men of business 
stand in a necessary relation to the cost of production of 
that portion of the required supply which is produced at 
the greatest disadvantage (embracing, in the latter con- 
ception, the effects of incompetent direction), Mr. Mac- 
vane, leaving the lower end of the scale of management 
and proceeding to the upper end of that scale, asserts, 
as something indisputably true, that, “if a good manager 
can create as much wealth as one hundred men when 
good managers are few, he can do the same when good 
managers are numerous.” (p. 9.) 


covery of the silver mines of Mexico and Peru, silver retained a purchasing 
power largely in excess of the cost at which silver was then being produced in 
vast amounts. It was many years after the simultaneous discovery of gold in 
California and Australia before gold fell to near its own cost of production. 


Que 
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We have here another slip over the distinction between 
utilities and values. It is true that the energy, intelli- 
gence, economy, and skill of an able manufacturer would 
be not less efficient in creating utilities, were all other em- 
ployers equally competent with himself; but what values 
should reside in those utilities would depend upon the 
supply. And, inasmuch as the supply could not fail to 
be increased by the more general introduction of energy, 
intelligence, economy, and skill into business, it would 
seem that the amount of wealth,— 7.e., values, not utilities 
—resulting from the efforts of the first-indicated em- 
ployer would necessarily be reduced. 


The objections with which we have thus far dealt may 
be considered rather as objections to the consideration of 
my theory of business profits than as objections to the 
theory itself. I regret that the extended space which has 
been necessarily occupied in replying to these criticisms, 
most of which should not have been made at all, has 
left little room for the discussion of those parts of Mr. 
Macvane’s article which stand properly related to the 
theory in question. 

(k) Referring to the hypothetical case with which the 
article in the April number opened, of a small and exclu- 
sive class of business managers, “ each the precise economic 
equivalent of every other,” Mr. Macvane (page 10) says 
that I have “no suggestion to offer as to the amount of 
their earnings apart from the needless and highly uneco- 
nomic assumption of a combination to fix ‘a standard for 
their own remuneration.’” To this characterization it is 
enough to reply that no writer can make a full and con- 
clusive exposition of the law of rent without stating the 
hypothetical case of a limited extent of lands, all of equal 
quality, under private ownership, and possibly subject to 











282 QUARTERLY JOURNAL OF ECONOMICS 


a combination to fix the price of the produce. Inasmuch 
as my argument closely assimilated profits to rent, the 
assumption referred to was neither needless nor unec- 
onomic. 

(1) Mr. Macvane declares (page 10) that my theory is, 
“in reality, not a theory of manager’s earnings* at all, 
but a theory of the differences of managers’ earnings.” 
It is true that the theory in question treats of differences 
of profits. But it is also true that, by that theory, differ- 
ences of profits make up the whole sum of profits; and, 
therefore, to treat of “differences of managers’ earnings” 
is to treat of “manager’s earnings” themselves, just as 
to explain differences of rents is to account for the whole 
of rent. By the theory in question, the earnings of man- 
agers of the lowest industrial grade, being not in excess 
of wages,— that is, not in excess of what the same per- 
sons might reasonably look to obtain, if employed by 
others,— are treated as not profits at all, being on the 
same scale (making allowance for friction on coming into 
or going out of business) and governed by the same law 
as wages. It is of course legitimate to take exception to 
the propriety of this definition; but, clearly, if we start 
with this definition, as was done in the April number, any 
theory which accounts for all the differences of managers’ 
earnings, above this “ no-profits” line, accounts for all the 
profits there are, and is therefore a full and proper theory 
of profits. 

(m) Over and over again, in the course of his article, 
Mr. Macvane exhibits a misconception of the remark of 
Professor Marshall, quoted and adopted by myself, to the 
effect that a manager’s earnings represent his own crea- 
tion of wealth. That remark had reference, as was abun- 
dantly shown by the context, to the existing industrial 
situation, where employers of various industrial grades 


* Again, ‘“‘ Mr. Walker treats rather of differences of profits than of profits 
as such,” (p. 9.) 
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are engaged in production.* Yet Mr. Macvane insists 
upon holding Professor Marshall and myself responsible 
for the correctness of this statement in application to an 
unreal industrial situation, where all employers should be 
of the same industrial grade,—a situation with respect to 
which neither Professor Marshall nor myself would think 
of making such a statement. 

(n) Taking up “the residue theory of wages ” advanced 
in the April article, Mr. Macvane says: “When the 
whole work is done, it seems to me to be little more than 
a somewhat elaborate statement of the fact that what 
does not go to the other participants goes to the laborers. 
By simply transposing terms, the same method would 
yield an equally valid law of rent, or of interest, or of 
earnings of management.” (p. 14.) These sentences re- 
peat the objection which was uttered by others, in reviews 
and in private correspondence, when this theory of the 
source of business profits was brought out in my Political 
Economy in 1888. Why, these persons asked, is wages the 
residual share of the product, any more than rent, interest, 
or profits? If it be true that wages is what is left of the 
product after those three shares have been taken out, why 
is it not equally true that rent or interest or profits is 
what is left after deduction is made of the other three 
shares in each successive case? I confess the persistency 
with which this question is asked has been very discour- 
aging, but let me try once more to show what is meant by 
the term “residual” in this connection. 

What we are inquiring about is the distribution of the 
product of industry. Now, at any given time, the volume 
of articles having utility to men and yet requiring the 
exertions and sacrifices of economic agents is divided, 


*** This surplus, in the case of any employer, represents that which he is 
able to produce over and above what an employer of the lowest industrial grade 
can produce with equal amounts of labor and capital.” — Quarterly Journal of 
Economics, April, 1887. 
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speaking broadly, into four great shares,— interest, rent, 
wages, profits; and a person contemplating the industrial 
situation, without going below the surface to find the 
forces which had determined the division of that product, 
might say of each share in turn that it equals the product 
minus the three other shares. But it is always possible 
that the volume of what we call wealth, produced annu- 
ally or within a stated period, may be increased. Indeed, 
we have to contemplate the probability that (1) through 
the discovery of larger resources in nature, or (2) through 
the introduction cf new arts,* or (3) through the indus- 
trial improvement of the laboring class, the volume of 
wealth will always be on the increase, though at varying 
rates. Now, whatever may have been said of the previous 
division of the product, it is clear that, equilibrium having 
been destroyed by change of conditions, the reapportion- 
ment of the product must be effected by forces, economic 
in their character. If, then, it can be shown that, in the 
distribution of the new product, three of the shares are 
naturally limited, so that not one of them need increase 
or, under perfect competition, will increase merely because 
the product has increased, we are entitled to call the re- 
maining share, which receives the whole gain, residual. 
It is still true that each claimant in turn will receive 
what the others do not; but this is only a shallow and 
unphilosophical way of regarding the matter. In the fact 
that one of the parties to distribution has the power to 
engross the entire increase is found a sufficient reason for 
distinguishing that share by some term which will express 
that peculiar virtue. Now, in the April article, it was, I 
think, abundantly shown that, in a great variety of cases, 
the product of industry might, through a great variety of 
causes, be largely increased, (1) without making any 


*The following discussion assumes that these new arts are not protected 
by patents or other forms of monopoly. So far as monopoly enters, competi- 
tion fails ; and the increased value of the product will, in whole or in part, go 
to the inventor, so long as the patent continues in force. 
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heavier draft upon the soil, and thus without enhancing 
rent; (2) without requiring the use of additional capital, 
and thus without enhancing interest; (3) without intro- 
ducing a lower grade of employers, and, thus without en- 


hancing profits. What has been said about rent is fully | 


borne out by the accepted economic doctrine. It was the 
object of the article in question to show that the same was 
equally true of profits. As to my treatment of the share 
of the product going to the capital as interest, Mr. Mac- 
vane makes a complaint, which will next be noticed. 

(0) It is, he says, “no unfair criticism of Mr. Walker’s 
theory at this point to say that it takes the rate of inter- 
est for granted.”* (p. 13.) In one sense, this is hardly 
correct, since it was stated in the April article that the 
amount going to capital, as interest, is determined “ by the 
relation of supply and demand,” —a formula which the 
economists of Mr. Macvane’s school have deemed sufficient 
to account for anything and everything in the economic 
world. But it is true that no original determination of 
interest, as a share of the product, was attempted. The 
formula quoted was considered adequate for the purposes 
of that discussion. All that was there required— in the 
progress of the argument as to the residual character of 
wages — was to show that interest, as a share of the prod- 
uct of industry, is fixed and limited by a competent 
cause, and would, therefore, not be enhanced merely be- 
cause of an increase of the product, an enlarged demand 
for capital not being, as we have seen, necessarily involved 
in such an increase. 

Since, however, Mr. Macvane insists upon regarding the 
failure to discuss the question of interest as constituting 
an hiatus in my argument, I would say that the rate of 
interest is determined by the supply of and the demand for 
capital, taken in conjunction with the principle of Final 


*In contradistinction, he says of the authors of the Economics of Industry, 
‘* They do not take the rate of interest for granted.”’ (p. 19.) 
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Utility, as stated by Professor Jevons. When we speak 
of the demand for capital, we mean, broadly, the occasions 
for its productive uses,— not literally, since those occa- 
sions may be misconceived, and real opportunities for the 
profitable application of capital may exist without giving 
rise to an actual demand. But, broadly speaking, that 
demand is determined by those occasions. Now, while 
the rate * of interest is, say, at five per cent., men will be 
borrowing at that rate who could better afford to pay ten 
per cent. than not to have the use of capital. There will 
be other men who could better afford to pay nine per 
cent. or eight or seven or six than not to have the capital ; 
but these, nevertheless, borrow at five. Why? Because 
the supply of capital is so large that the demand for it, 
coming from all those who could afford to pay ten per 
cent. or nine or eight or seven or six, or even five and a 
half, is not sufficient to take it wholly up; and it is only 
as we come down to those who can pay five per cent., and 
get the amount so paid back again in the price of their 
product, but could not, or think they could not, pay more 
and make themselves “good,” that we attain that total 
demand for capital which, in the situation given, is neces- 
sary to take up the supply. Notwithstanding that the 
utility of the successive increments of capital applied to 
production has varied within a wide range, all the loans 
made would, in a money market where perfect competi- 


* Mr. Sidney Webb, in his article on the ‘‘ Rate of Interest and the Laws 
of Distribution,” in the Quarterly Journal of Economics, January, 1888, rightly 
says that this term is often erroneously used, or used with the result of pro- 
ducing misconception, being understood to apply to the current rate paid on 
loans in the ‘“‘ money market,”’ or to the current rate paid on more permanent 
loans on security, or to the normal rate to which the variations in current rates 
of loan interest tend to conform, through a long period, for any community. 
Not the less is the term Rate of Interest one proper to be applied to what 
Mr. Webb designates (p. 192-3) as Economic Interest. If there be a body of 
capital applied to production, and if a portion of the product becomes the 
remuneration, or reward, for the use of that capital, there must be a ratio 
between the two quantities, which may, properly enough, be called the Rate 
of Interest. 
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tion * existed, be made at the same rate,—the rate, 
namely, which the last borrower can afford to pay. 

It is at this point that I am compelled to part company 
with Mr. Webb, who, in his article in the last number of 
this journal, announces the principle that it is “ inequality 
of return which is the cause alike of rent, interest, and 
rent of ability” (p. 193), and whose analysis of the practi- 
cal distribution of capital among the several industries and 
among the individuals of each industry leads him to dis- 
regard that “trifle of interest” which would theoretically 
be the remuneration for the “minimum of capital” of “the 
worker using the minimum of skill and capital, engaged in 
wealth production under the most unfavorable circum- 
stances.” (p. 197.) On the contrary, I hold that, while 
inequality of return is the cause alike of rent and of 
profits, equality of return is the law of capital; that there 
is not, in economic theory, any “no-interest” capital, 
although there is “no-rent” land and there are “no- 
profits ” employers; and, finally, that all portions of capi- 
tal do, in proper economic theory, bear an equal rate of 
interest, differences of actual returns being due either to 
the element of risk, requiring the insurance of the princi- 
pal sum, or to the effects of ignorance and inertia in the 
money market. Instead, therefore, of holding with Mr. 
Webb that the “trifle of interest” paid (to others or to 
himself) by the least favored producer for his “minimum 
of capital” may properly be disregarded “as merely 
equivalent to that ‘gratuitous capital,— such as roads, 
pavements, and policemen, elsewhere provided free of 


*T really cannot bring myself to answer the questions which Mr. Macvane 
propounds to me, on this subject, on pages 13 and 14 of his article: ‘* Further, 
when ‘interest is to be deducted,’ it would be necessary to know whether this 
means interest on perfect security or on ordinary mercantile security or on such 
security as the individual employer in each case happens to be able to offer, 
for interest varies in the same loan market with the character of the security. 
Also, we should need to know whether, in times of temporarily high interest, 
the laborers are to be charged at the high rate on the whole capital of the 
country or only on the portion actually borrowed at the high rate.” 














288 QUARTERLY JOURNAL OF ECONOMICS 


charge to other producers,”— it appears to me that the in- 
terest paid under such conditions must be taken, theoreti- 
cally, as equal in rate to that paid elsewhere; while, in 
fact, that charge is likely to be heavier, per unit of capital, 
than in the case of production taking place under more 
favorable circumstances. 

(p) Coming now to the analysis of the constituents of 
the employing class offered in the April article, Mr. Mac- 
vane expresses his strong dissent from my views. He 
holds that the differences of profits actually realized by 
employers are due far more to differences of opportunities 
than to those of abilities. Indeed, he seems, at points, 
disposed to hold the latter rather a hindrance than other- 
wise, expressing the opinion that “to work hard and save 
hard,” until they can command capital of their own, is “an 
ordeal that natural ability for management on the large 
scale does not help men to face successfully. It demands, 
rather, plodding patience and severe self-denial.” (p. 3.) 
The possession of capital is, in Mr. Macvane’s sight, a far 
more efficient cause in enabling men to carry on produc- 
tion on a large scale than high industrial quality. The 
“captain of industry” he considers “a rather mythical 
personage.” Moreover, while thus assigning a decided 
preference to opportunities over abilities as the cause of 
business success, Mr. Macvane assigns an extraordinary 
degree of importance to still other elements. “Mere 
luck,” he says, “in trading, skilful speculation, taking 
advantage of the ignorance or the fears or the necessities 
of other men, corners, craftiness, and even knavery, are 
often much shorter roads to riches than actual production 
is.” (p. 12.) Incidentally to the expression of these 
views, he ridicules my characterization of the employing 
class, speaking as if I had attributed to every successful 
employer high intellectual qualifications, and charging 
upon me the absurd notion that “the born manager, on 
coming of age, bad only to whistle the proper note, in 
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order to have all the requisites of production laid at his 
feet.” (p. 2.) 

1st. I know of nothing whatever in any writings of 
mine which would justify such a statement as that above, 
— nothing which disparages the importance to any man of 
natural ability, however gifted, of long experience and 
thorough training. Mr. Macvane appears to consider the 
need of “plodding patience and severe self-denial” to be 
an ordeal through which men of smaller parts and lower 
natures pass most successfully. But, surely, that is a poor, 
paltry, and peevish genius which, for the sake of ultimate 
mastery, does not submit itself bravely and cheerfully to any 
trial, however long and severe, which may lie in its path. 
Such might be the genius of a brilliant rhetorician or dia- 
lectician, but not of a really great man of affairs. Had not 
Stewart and Vanderbilt “ natural ability for management 
on the large scale”? Yet their youth and early manhood 
were passed amid severe privations, and the first efforts of 
their powers were spent in the operations of a petty com- 
merce. The same is true of ninety-five, if not ninety- 
nine, out of every hundred of conspicuously successful 
careers. The trials and hardships which Mr. Macvane 
considers as a mere senseless obstruction to the passage 
of men forward to their work in life, and as, indeed, hold- 
ing back those of better parts, while admitting more 
readily the men of commonplace character and mind,— 
these trials and hardships are, in truth, among the condi- 
tions of the highest success; and I must consider the 
opposite doctrine a poor sort of history and a poorer sort 
of moral philosophy to be taught to American youth. 

2d. Instead of idealizing the employer and treating all 
profits as due to remarkable intellectual and moral endow- 
ments, as Mr. Macvane intimates I have done,* I have 


*I have no wish to idealize the successful employer of labor. He may 
easily be found to be a very unamiable and a very uninteresting person. For 
the perfect temper of business something, doubtless, of hardness is needed, 
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sought to exhibit a very wide range of industrial ability, 
from the lowest all the way up to the highest. 

8d. Mr. Macvane appears to think that it would be con- 
clusive against my theory of the Source of Business Profits 
that it should be shown (as to which he confidently ex- 
presses his individual opinion) that the successful conduct 
of business is, in the larger proportion, due to exceptional 
opportunities rather than to exceptional abilities. Yet, 
in fact, that theory would be equally well established, 
were it proved that business success depends wholly upon 
exceptional opportunities, and not at all upon exceptional 
abilities. The difference to social philosophy would in- 
deed be great, but to economics the question is altogether 
indifferent.* 

4th. But I take issue with Mr. Macvane on the opin- 
ion that business success is mainly due to privilege and 
opportunity rather than to individual character and power, 
and I appeal with the utmost assurance to my countrymen 
whether I am not right in saying that the latter are far 
more efficient than the former in securing profits. Have 
not a vast majority of all the business houses with us 
which have achieved notable success been founded by 
men who owed almost nothing to opportunity, who strug- 
gled up to their high places in the industrial order, not 


just as it is the alloy of baser metal which fits the gold for circulating in the 
hands of men. A little too much of sensibility or a little too much of imagi- 
nation is often a sufficient cause of failure in the stern competitions of busi- 
ness. The successful entrepreneur need not even understand the theory of 
trade, or be a financier in the larger sense of the word. The Wages Question, 
p. 251. 

*The successful conduct of business under free and active competition is 
due to exceptional abilities or to exceptional opportunities. Whether due to 
exceptional abilities or to exceptional opportunities, my proposition could be 
equally well established, just as it makes no difference, in the theory of rent, 
whether a piece of land owes its superior advantages, for the purposes of culti- 
vation, to higher natural fertility or to closer proximity to the market to be 
supplied. Yet it cannot be a matter of indifference to social philosophy 
whether the power to command profits be due to exceptional abilities or to 
exceptional opportunities. F.A. Walker, Political Economy, 1883, pp. 248, 249. 
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only without adventitious helps, but against poverty or 
actual misfortune? On the other hand, what social phe- 
nomenon is more familiar than that of great houses, deeply 
founded, which have enjoyed great prestige, wide connec- 
tions, and large accumulated capital, dwindling little by 
little, if not brought actually to their downfall, simply 
because the management, which had been strong and 
brave and wise, became commonplace, purposeless, timid, 
and weak?* For one, I do not believe that the Ameri- 
can mind will readily accept Mr. Macvane’s views of the 
causes which in general govern success in business. 

In older countries, where prescription is more powerful, 
where industry is largely pursued within traditional lines, 
where capital is more conservative, status and structure 
do, in no inconsiderable degree, constrain the movements 
of trade and production. All this was sufficiently covered 
by my qualification as to “full and free competition.” 
Yet even in the most stable and conservative industriél 
nation of the Old World we find Professor Marshall say 
ing: “ Many employers of labor—in some parts of Eng- 
land, more than half —have risen from the ranks of labor. 
Every artisan who has exceptional natural abilities has a 
chance of raising himself to a post of command.” 

5th.. Mr. Macvane would only touch my theory of the 
Source of Business Profits by alleging that accidents and 
pure chance, or else fraud, force, and chicanery, are the 
real predominant reasons for success or failure in business 
life. Were this indeed so, that theory would fall to the 
ground, and the socialists would be right in denouncing 
the capitalist-employer as the robber of the workingman 
and the enemy of society. 

(q) The next of Mr. Macvane’s objections to my theory 
of profits is that which arises from the formal attitude of 
the laborer in production, as hired by the employer and 


* The recent history of the Baltimore & Ohio Railroad exhibits a striking 
example in point. 
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working at stipulated wages. Mr. Macvane finds this fact 
to be dead against my theory,— “so dead against it that 
one finds some call for self-restraint in soberly arguing the 
matter.” If it be true that the laborer works for wages 
stipulated in advance, how can he have any such interest 
in the product as is implied in my use of the word resid- 
uary? Mr. Macvane declares that the laborer is, indeed, 
“ precisely the claimant against whose right to the posi- 
tion there is a strong prima-facie case.” (p.14.) Again, 
he says (p. 21) that it is of the very essence of wage-pay- 
ing that wages should not be contemporaneous with rent 
and profits. “The wages that correspond, as an eco- 
nomic share, to the rent * and profits of any given time, 
have been paid and consumed before the profits appeared. 
They are, in reference to the rent and profits, wages of 
the past.” 

Now there is a prima-facie case against the laborer occu- 
pying the economic place I have assigned him; but it is 
sometimes the duty of students of science to investigate 
prima-facie cases: to go below the surface, and ascertain 
if something more or other exists than has appeared. 
This was precisely what was attempted in the April article. 
Fully recognizing that, in any given instance, the laborer 
is, by force of contract, debarred from claiming more than 
a certain amount,— the amount, namely, which was stipu- 
lated as his wages,— I ventured to inquire, What is it that 
fives the terms of such contracts? why is it the employer 
promises to pay and the laborer agrees to receive such an 
amount, no more and no less? There must be some rea- 
son for this. Otherwise, the employer might have prom- 
ised to give twice as much in wages or the laborer might 
have consented to accept only one-half as much. The 





* Yet rent is generally, by force of contract, determined, not only before 
wages are paid, but even before the laborers are hired, and is thus not only 
not contemporaneous with profits, but even antecedent to wages. Mr. Macvane 
can understand how rent can be advanced out of capital, but paid out of the 
product, though he cannot understand how this should be true of wages. 
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force of contract is a sufficient reason for the laborer claim- 
ing no more in the given instance, but the force of con- 
tract has no power over the demand he may make as to 
to-morrow’s or next week’s labor. What is it, then, which 
is to govern the terms of the next contract which the 
laborer and the employer are between them to make? 

The answer to this question I find in the anticipated 
value of the product, after deduction of the amounts nec- 
essarily to be paid on account of rent and interest. These 
latter amounts are determined by competent causes, which 
have already been sufficiently indicated. They are, as we 
have shown, not necessarily increased by an increase in 
the productiveness of industry, nor do they depend on the 
desires of those who are to receive them. Landlords have 
nothing to do with determining the value of their land * 
for rental purposes. The owners of capital have, broadly 
speaking, nothing to do with fixing the rate of interest 
beyond supplying the condition of perfect competition,- 
which has been assumed throughout the argument. 

If the holders of land and owners of capital can exert 
no influence upon rent and interest beyond supplying the 
condition of perfect competition, have the employers of 
labor anything more to say as to the amount which should 
be deducted as profits from the product? I answer, No, 
perfect competition being conceded. The anticipated 
value of the product being what it is, employers will com- 
pete among themselves for the profits of production down 
to the point where profits vanish. No matter how much the 
anticipated value of the product may be increased, no eco- 
nomic cause can be invoked which will require them to pay 
more in rent, unless more land is to be used, or to pay more 
in interest, unless more capital is to be used; but, provided 
the laborers, on their part, are alert, active, and aggressive 
in the pursuit of their own welfare, the employers will be 
obliged to increase wages, part passu, with every increase 


* We are here speaking of economic rent, which excludes improvements 
made through investments of capital. 
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of production. If the current rates of wages are such as 
to leave any excess of produce, after the payment of 
wages, interest, and rent, the competition of employers 
among themselves for a share of such excess * must go for- 
ward until that excess disappears. 

(r) I said until “ profits vanish.” By this is of course 
meant profits in case of the employers of the lowest indus- 
trial grade who remain solvent. Mr. Macvane, indeed, 
denies my right, upon my own grounds, to take the solvent 
employers alone into account with reference to the cost of 
production. 


One naturally asks [he says] why the “no-profits” employer should 
have this function, seeing that there are always in every business, 
as Mr. Walker himself tells us, some employers who are not only 
making no profits, but are making losses. The products of these 
losing employers are continually in the market. Why should they 
not regulate the price rather than the products of employers who are 


*Mr. Macvane complains that I have given ‘no clew for tracing this 
increase [of product] beyond the hands of the employing class and into the 
possession of the laborers.” (p. 26.) Again, ‘‘ Mr. Walker gives no explanation 
of the process by which, in his view, the increase of product is carried at once 
to the wages of labor: he only finds no economic reason why it should go any- 
where else.”” (p. 25.) I confess the latter seems to me a very good reason 
why it should go there: otherwise, all our geometries would have to be 
rewritten. 

Mr. Macvane continues: ‘‘ All competition can do is to remove or prevent 
inequalities in wages. It can bring all laborers of the same grade to the same 
level of wages. But it has itself nothing to do with setting the level. Com- 
petition of laborers is powerless to raise all wages, and our present question 
relates to a general rise. If the competition to which he [Mr. Walker] refers be 
that of employer with employer to get control of laborers, I can only say that 
here again all competition of itself can accomplish is to prevent or remove 
inequalities, to prevent one employer from getting laborers of a given grade 
for lower wages than another employer pays. Competition simply enforces the 
level on everybody.” (p. 25.) It is needless to spend time in pointing out the 
inadequacy of this view of competition. If the competition of employers 
among themselves for the profits of employment has nothing to do with fixing 
the general level of wages, why is that level, at any time, where we find it to 
be? Why is it not lower by one-quarter, one-third, or one-half? Mr. Mac- 
vane alleges that I have adduced no force to bring about the result which I 
have indicated as economically reasonable. I answer, Competition is the 
force which, when full and free, brings all things in the realm of industry to 
their respective positions, according to the economic reasons prevailing, in the 
given situation. 
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doing indefinitely better? ... What should we think of Ricardo, if, 
in developing his theory of rent, he had “thrown out of account ” 
several of the poorest grades of land in constant use,* in order to 
find the basis for prices and rent? (p. 4.) 


To this, I reply that “losses” represent failure of com- 
petition. Were competition perfect, with all which that 
implies, an employer who carried on production without 
getting back, through the sale of his products, the wages 
paid, the cost of materials, etc., plus his own subsistence, 
would be instantly thrown out. In the actual world of 
business, especially with the credit system highly devel- 
oped and under the accidents of the inheritance or the 
previous acquisition of wealth, an employer may go on for 
a while producing at a loss, either sinking his capital or 
subsisting himself at the expense of his creditors. It was 
with reference to this condition that practical advice was 
offered in the April article concerning the causes —e.g., 
bad money, protection, ineffective laws concerning insol- 
vency — which tend to bring incompetent men into the 
conduct of business, and keep them there against the nat- 
ural effort of trade and industry to throw them out. 

The cases of men who actually do not get back the price 
of materials, the wages of labor, the cost of their own 
subsistence, etc., are exceptional. There cannot be an 
indefinite number of such employers, and these cannot 
carry on business through an indefinite period; and, since 
the demands of the market require goods to be produced 
(the proof of which demand is that goods are produced) 
by men who can and do get back the cost of production, 
plus their own necessary subsistence, in the price of their 
product, those whom we may call the bankrupt employers \ 


* In the same connection, Mr. Macvane says, ‘‘ In the case of land, we take 
the poorest in steady use as the regulator of price.” This qualification destroys 
the whole force of the objection. The losing employers come into and go out 
of production, like lands along the lower limit of productiveness, which are 
now cultivated and now thrown out of cultivation. 
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do not fix the price of goods.* The normal price of any 
species of commodity is determined by the cost of produc- 
tion of that portion of the necessary supply which is pro- 
duced at the greatest disadvantage. Now, if the neces- 
sities of production, upon the scale suited to meet the 
demands of the market, require the services of a great 
number of employers, and if these employers differ among 
themselves in the matter of industrial efficiency, then the 
“greatest disadvantage,” quoad hoe, exists in the case of 
that portion of the necessary supply which is produced by 
the employers of the lowest grade of business ability who 
do earn a scanty living, conduct business, and remain 
solvent. The fact that these men do remain solvent, after 
paying wages, the cost of materials, etc., and also subsist- 
ing themselves, proves that they sell their goods at prices 
to meet these conditions. That the goods are not sold 
lower under competition is because production cannot be 
carried on to the extent required by the demands of the 
market without meeting these conditions. Production by 
bankrupt employers does not fix the (normal) price of 
goods; but such production is highly prejudicial to the 
general interests of the community, causing industrial 
disturbances, unnecessary fluctuations in trade, and at 
times breaking down the market and creating industrial 


panics and distress. 
Francis A. WALKER. 


* Any more than would a limited number of employers who should choose 
to give away their goods, without the attempt to get back any part of the cost 
of production. 














GROUND RENTS IN PHILADELPHIA. 


Ir has been claimed for Philadelphia that it is pecul- 
iarly the “city of homes.”* The number of people liv- 
ing in separate houses owned or rented by them is greater 
in Philadelphia than in any other American city.t 

The tenement house in Philadelphia is practically un- 
known. The mechanic, the laborer, the clerk, as a rule, 
all live in their own or rented houses. The demand for 
small houses of moderate cost has always been a fixed 


*The Report of the Commissioners to devise a Plan for the Government of 
Cities of Pennsylvania, Dec. 29, 1887, on p. 9, states that “the city of Phila- 
delphia, appropriately called ‘the city of homes,’ contained in August, 1876, 
143,936 dwelling-houses. It is estimated, by those best informed on the sub- 
ject, that 5,000 have been built since that time, so that in round numbers 
Philadelphia now contains 150,000. The number of votes cast at the last 
municipal election was 127,520, and it is not claimed that the city contains 
more than 135,000 voters. It will thus be seen that the great bulk of voters 
are either owners of houses or tenants paying rent. Hundreds of blocks of 
comfortable houses, renting from twelve dollars and one half to twenty dollars 
per month, are scattered through the city. These are mainly occupied by the 
more intelligent class of mechanics and operatives in manufacturing and other 
establishments.” 


t The census for 1880 shows the following : — 


Population. No. of Dwelling-houses. 
. . ae ee ee t | ere y 
Philadelphia, ....... OS ee 146,412 
aus tte etl tl Se 43,944 
a ee” rrr 61,069 
pe ee ee ee ee S0B,SIS 2. ww wo ¥ 


These figures speak for themselves. Baltimore, with asmaller population than 
Boston, has a greater number of dwelling-houses. In that city, ground rents 
are a favored method of improving land. The general method of dividing the 
number of inhabitants by the number of dwelling-houses does not fully repre- 
sent the entire phase of the question. For instance, according to the statistics 
of the State Board of Health, there were in New York in 1872 between 14,000 
and 15,000 tenement houses, with an average number of 48 individuals to a 
house, showing that 48 per cent. of the population of New York inhabit tene- 
ment houses, 
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factor in the development of Philadelphia, and this de- 
mand has been constantly met. That the result thus 
obtained is a valuable one for the individual and the 
community is conceded. It is far better for the com- 
munity when the family, which is the unit of the State, 
owns its hearth-stone, or at least can be the quasi-owner 
of an undivided house, at a moderate rent. This conclu- 
sion is more especially true as applied to the poorer 
classes. Flats or apartments renting from one to six 
thousand a year, since they confer all the luxuries and 
comforts and almost the privacy of separate houses, need 
not be considered here; but the lower down one goes 
in the scale of rents, the nearer do these flats shade off 
into tenement houses, with their objectionable features. 
In Philadelphia, however, neither the tenement house for 
the poor nor the flat for the rich has taken root. Each is 
equally rare in the Quaker city. 

The cause of this is difficult to demonstrate with abso- 
lute accuracy. A fixed municipal trait is generally due 
to a combination of causes, and this is doubtless the case 
with the one under consideration. When Penn landed 
on the shores of the Delaware, in 1681, one of his most 
cherished ideas was the foundation of a great town; and 
his beloved city was laid out on what must have seemed, 
in those days of the wilderness, a scale of magnificent 
distances. It stretched about two miles, from the Dela- 
ware to the Schuylkill, with a mile front on each. His 
comprehensive scheme included a grant of a city lot to 
each of the first adventurers ; but, as this was soon seen 
to be impossible, an apportionment was made of lots in 
the adjacent lands, which became known as the liberties, 
The city grew to be the American metropolis. In Ger- 
mantown and the adjoining liberties and districts, settle- 
ments grew into towns modelled after the mother city, 
until at the time of the consolidation, in 1854, there were 
twenty-nine separate districts, boroughs, and townships, 
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each of considerable size and all closely connected with 
the city proper. The first settlers and their descendants 
were mainly thrifty and well-to-do, and Philadelphia soon 
became first the main commercial and then the principal 
manufacturing city of the land. Manufactories were 
scattered through the incorporated districts and boroughs 
and city, forming nuclei for large bodies of mechanics, 
laborers, shop-keepers, and their concomitant trades and 
professions. This development around so many centres, 
allowing as it did ample room for the expansion of the 
respective settlements within easy reach of business cen- 
tres, undoubtedly accounts for the possibility of the sepa- 
rate house system. The necessity for crowding, which 
the same population would have involved if clustered 
round one centre, was absent. Had the business centre 
been entirely in Philadelphia, the primitive and tedious 
method of transit in vogue in all great cities up to the 
middle of this century, and later, would have made crowd- 
ing necessary. But it followed naturally from the diffu- 
sion of trade centres that the different areas of land 
brought within reach of building improvements were 
sufficient to keep the selling value of land down to a 
figure which admitted of the erection of multitudes of 
two and three story houses, with back buildings, side and 
back yards, and all the improvements of their respective 
periods. The situation of the city was well adapted to 
broad and easy expansion, extending as it does up the 
Delaware River fifteen miles, and stretching westward to 
an irregular line distant from four to fourteen miles from 
that river, and covering an area of one hundred and 
twenty-nine square miles.* 


* The city has suffered somewhat from want of rapid transit ; for the effi- 
ciency and influence of the street-car companies and the steam railroads, and 
the conservatism of the people, have postponed elevated railroads, but these 
same corporations have afforded easy access to the suburbs in every direction. 
To the central Broad Street station, seven distinct lines of railroad, which 
traverse the suburbs in as many different ways, bring thousands of citizens in 
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But there has been another factor in the development 
of this system, which, while it is generally recognized by 
every one familiar with real estate in Philadelphia, has 
never been formulated; and that is the influence of 
ground rents on the growth of small freehold estates in 
the city of Philadelphia. Admitting that there may 
have been other potent influences, as above indicated, 
it may be safely claimed that the taking up of much of 
the unimproved land upon ground rent, and the care and 
skill with which that estate has been moulded to fit the 
needs of the community, have generally facilitated not 
only the division of land among many owners, but the 
improvement thereof by the erection of a multitude of 
small and comfortable houses. The estate known as a 
ground rent has been developed with considerable pre- 
cision by the legislature and by the interpretation of the 
common law by the courts in a long series of adjudicated 
cases. With the legal aspect of the matter we have little 
to do, except in so far as it is necessary clearly to define 
the term for the benefit of the lay reader. 

Ground rents are of common-law origin, and in some 
shape were common in most of the original colonies; but, 
although ground rents are frequently found in Mary- 
land and sometimes in Delaware and occasionally in 
New Jersey, and the old Rensselaer Wyck leases of New 
York partook of their nature, it is in Pennsylvania, and 


and out from suburban homes in the city limits. Five or six other railroads 
bring their thousands to and fro daily to other depots in different parts of 
the city. After the consolidation in 1854, the city began to be troubled with 
“crowding up.” This tendency did not manifest itself in the erection of 
tenement houses, but in what was known as three-room houses. This class 
of houses was built on back courts and blind alleys. The houses were only 
one room deep, and either had no back or side yards or the smallest pos- 
sible one of ten or twelve feet, barely big enough to contain an out-house. 
The drainage, such as there was, was surface drainage. But the street-cars, 
introduced about 1858, relieved this pressure just about the time the pinch 
began to be felt; and on April 21, 1855, the legislature passed an act aimed at 
the three-room house, prohibiting the erection of any house without at least 
144 square feet of back or side yard, and requiring that no street or alley shall 
be less than 20 feet wide. 
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especially in Philadelphia, that this estate has attained its 
full development and most potent influence. In England, 
long leases in the nature of rent charges were called 
ground rents. A rent charge in England is a rent 
reserved in a conveyance in fee, with a clause of distress 
or a fee-farm turned into a rent charge by force of the 
statute Quia Hmptores, which forbade subinfeudation and 
abolished intermediate tenure, the reservation saving the 
rent from the indispensable incident of fealty. This 
method of creating a rent charge was never favored in 
Pennsylvania, as it was in the nature of a charge on land 
and not a separate estate. The statute of Quia Hmptores, 
by virtue of the royal charter to Penn, was never in force 
in the Province of Pennsylvania. It was possible, there- 
fore, for intermediate tenure to exist and for a rent to be 
reserved out of a grant of land in fee, which would be in 
the nature of a rent service. A rent service is a rent 
reserved by the grantor of land to himself and his heirs. 
In the earlier cases there seemed to be some confusion as 
to the exact legal status of ground rents in Pennsylvania, 
and they were commonly spoken of as rent charges; 
but, in the great leading case of Ingersoll v. Sergeant, 
1 Wharton, 359, decided in 1836, the matter was finally 
disposed of by Chief Justice Gibson, the most acute and 
profound jurist that ever sat on the Supreme Bench of 
Pennsylvania. The whole subject of tenure as it was 
brought over to us by Penn and modified by the Revo- 
lution and the Divesting Act of November 27, 1779, was 
exhaustively considered, and a ground rent defined as a 
rent service, an estate of inheritance reserved to himself 
and his heirs by the grantor of lands in fee. Now, a rent 
service can only exist by virtue of the feudal system and 
its incidents. Pennsylvania was held by Penn under 
tenure of free and common socage as of the castle of 
Windsor, with fealty and the return of two beaver-skins 
annually. The Revolution transferred the return and 
fealty of the Proprietaries from the King to the Common- 
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wealth; and the Divesting Act, acquiesced in by the 
Penns, divested the proprietor of all rights and privileges 
as such, including his quit rents.* In 1863, Chief Justice 
Woodward, in the case of Wallace v. Harmstad, 8 Wright, 
492, in striving to reach the individual equities of a par- 
ticular case, while admitting the binding force of the rule 
of law that ground rents are rent service, permitted him- 
self to be betrayed into the dictum that title to lands 
in Pennsylvania was allodial, and no remnant of feudal 
tenure existed; or, as he puts it, “ All our lands are held 
mediately or immediately of the State, but by titles purged 
of all rubbish of the dark ages, excepting only feudal 
names of things not any longer feudal.” This dictum has 
been severely criticised by Chief Justice Sharswood; and 
in a late case, Whitney’s Estate, 20 W. N. C. 40, one of the 
most learned of Philadelphia judges, Penrose, J., of the 
Orphan’s Court, speaking of this decision, says: “Of 
course, even the dictum of a judge of the Supreme Court 
is to be treated with the most profound respect; but we 
cannot close our eyes to the fact that the learned judge 


*The quit rents reserved by Penn must not be confounded with the ordi- 
nary ground-rent estate as known to the law under that title and as considered 
in this paper. They were, however, of the same character of estate and a pure 
rent service. They were exceedingly unpopular with the settlers, and became 
the subject of frequent controversy between the Penns and their Governors and 
the Provincial Legislature. Petitions were made for the privilege of paying 
them off ; and it was also contended that their proceeds should be applied to 
the support of the Provincial Government, although this position was never 
conceded by the Proprietary. It is questionable whether the Divesting Act, 
as far as it took away the proprietary private right to these rents already 
reserved, would have been held a lawful exercise of the power of the legis- 
lature. The liberal compensation of £130,000 made to the Penns by the Penn- 
sylvania Assembly by way of recognition of the service of the venerated 
founder of the Commonwealth and for the welfare of his family, and the 
acceptance by the Penns of this sum and their consequent acquiescence in the 
act, has happily disposed of any such question. The history of quit rents is 
exceedingly interesting as regards land tenure in Pennsylvania, but has no 
further bearing on our subject than as above indicated. 

On this point, see Penn v. Penn., 2 Yeates, 550; Address on the Nature and 
Study of the Law, by William Rawle, p. 22; Original Land Titles in Philadel- 
phia, by Lawrence Lewis, p. 51; 10 Hazard’s Hist. Reg. of Penn., pp. 144 and 
113; 1 Smith’s Laws, 479. 
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[ Woodward] was rather inclined to make assertions which 
his brethren, in subsequent cases, where the point was 
directly involved, have not hesitated to declare extra- 
judicial and unsound. Of this there are many instances: 
among them, Wallace v. Harmstad, a case where homage 
is confounded with fealty. See Sharswood’s Lectures on 
Feudal Law, p. 223.” It may, therefore, be safely con- 
cluded that rent service in Pennsylvania stands on the 
tenure of free and common socage, with service of fealty 
mediately or immediately to the Commonwealth. The 
theories of rent service and allodial titles are inconsistent. 
Incident to its nature as a rent service are right of distress 
and capacity of apportionment on the division of the land. 

A ground rent is reserved by indenture. The deed is 
the act of both parties, and the value or principal of the 
estate is usually considered one of which the rent would 
be the annual return of six per cent. or about sixteen 
years’ purchase. The deed usually has a clause of re- 
entry and distress, a waiver of exemption, covenant for 
payment, and certain provisions as to redemption. Being 
a rent service, the clause providing for re-entry and dis- 
tress on default is not necessary. Being also a separate 
estate from the fee, it is separately assessed and taxed as 
real estate, although now in all modern deeds the terre- 
tenant, or grantee of the deed, covenants to pay all taxes. 
The annual rent payments spring into existence and be- 
come debts when they are demandable, and carry interest 
from that time, and are liens on the land from the date 
of the deed; but all arrears are discharged by a judicial 
sale, which, however, does not affect the principal or 
estate. The principal, not being a debt, was not affected 
by the legal tender acts, although they gave rise to much 
litigation as regards ground rents, which was finally set- 
tled by the Supreme Court of the United States in Butler 
v. Horwitz, 7 Wallace, 258. It is therefore now accepted 
law that the rental of a ground-rent estate is not a debt 
within the meaning of any legal tender acts ; rent reserved 
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in coin dollars of a certain weight and fineness cannot be 
paid by dollars of a less weight and fineness, and a rent 
reserved in coin dollars cannot be paid in note dollars; 
rent payable in silver dollars can be paid in gold dollars ; 
and where rent is reserved in so many dollars lawful silver 
money of the United States, though it cannot be paid in 
currency, yet it may be paid in any silver or gold coin 
which Congress has declared to be lawful money and a 
legal tender at the time when the payment is made. A 
ground-rent, being real estate, is sold and conveyed as 
such, and is liable to all its incidents, is subject to judg- 
ment, and may be mortgaged. It is the most perfect 
form of an incorporal hereditament. It must be reserved 
by deed with apt words, and may be for a term of years, 
for life, or in fee; but, in Pennsylvania, it is invariably 
in the latter form. 

The remedies of the owner for default in payment of 
the annual rental are several and cumulative. He may 
re-enter after demand made with certain formalities, if he 
can do so without breach of the peace, and hold the prop- 
erty until the returns of the same pay his rent; or he may 
bring his action of ejectment to enforce his right of re- 
entry. But this proceeding is not of common use, and is 
cumbersome and inconvenient. Distress may be made on 
the premises, and any chattels found there sold for the 
rent. And finally there is the action of covenant on the 
original deed, which results in a personal judgment against 
the original covenantor, and as regulated by statute is an 
efficacious proceeding in rem, which binds the land in 
whatever hands it may be. The judgment to be obtained 
is for rent in arrears, and the principal does not become 
due by default. Soa sale gives a title still subject to the 
ground-rent estate, and the seller need only protect the 
property up to a figure sufficient to cover the cost of sale 
and rent in arrears. 

It has been thought best thus to set out with some par- 
ticularity the legal incidents of the estate for the better 
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comprehension of its value as a factor in the method of 
owning real estate in Philadelphia, since by a complete 
view of the rights and liabilities of both parties the reader 
may come to a full understanding of its power as a factor 
in the development of the freehold tenures in Philadel- 
phia. It will be well, also, to summarize its incidents and 
possibilities. 

A holds a piece of land in the outskirts of the city, 
which is ripe for improvement. He has perhaps neither 
the capital nor the desire to cumber himself with the out- 
lay of building on it either single houses or blocks. The 
land is divided into lots, valued, say, at $500, and sold 
to X in fee, reserving a ground rent of $380 a year. X 
covenants to pay the rent and to put certain improve- 
ments thereon. The vendee, therefore, becomes the owner 
of the fee on easy terms, and is not liable to have the 
principal, or price of the land, called for until he may be 
ready to pay it. This fact in itself was a potent induce- | 
ment for mechanics and others of moderate means in the 
earlier days to take up land and improve it, and the rec- 
ords of the Recorder of Deeds Office show innumerable 
instances of the favor in which this estate has been held 
by investors, builders, and purchasers. For the first one 
hundred and fifty years, building in Philadelphia was 
almost entirely by single houses, and the ground was very 
frequently taken subject to ground rents. These were 
usually redeemable in fourteen years, after which time 
they became irredeemable. The act of April 22, 1850,* 
however, in great measure inhibited the future creation 
of irredeemable rents, and one passed April 15, 1869, 
provided for the compulsory redemption of those previ- 
ously created; but this act was declared unconstitu- 


*** This act only applies in cases where there is a covenant to pay a certain 
sum of money within a fixed period in extinguishment of the ground rent re- 
served in the deed ; but where there is only an option to the grantee to extin- 
guish the rent by payment of a capitalized sum within a fixed period, that 
option must be exercised within the time fixed, otherwise the ground-rent estate 
still becomes irredeemable. See Palairet vy. Snyder, 15 W. N. C., 180.” 
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tional, as impairing the obligation of contracts. The 
court, through Sharswood, J., delivered a remarkably able 
and elaborate opinion,— Palairet’s Appeal, 17 P. F. S. 
479,— discussing the nature of ground rents and the at- 
tempt of the legislature to enforce compulsory sales. 

It is to be regretted for the purpose of this paper that 
anything like accurate statistics of the number of ground 
rents created from year to year, or even the total number 
that have existed, cannot be obtained. Nothing short of 
an examination of the thousands of volumes of the Re- 
corder’s Office would furnish this. Many rents, irredeem- 
able and otherwise, have been paid; and, as most existing 
estates are not taxed separately from the fee, the tax-office 
records are of no avail. But there is no doubt that, down 
to recent years in most instances, where land was taken 
for purposes of improvement, without an outright sale, 
the purchase was made subject to a ground rent. 

In 18381, the first American Building Association was 
organized at Frankford, Philadelphia, upon which all 
others in this country have been modelled, it being in turn 
a reproduction of the Friendly Societies of Great Britain. 
It would here be impossible to go into the internal work- 
ings of these associations,* for and against which much 
has been said. Judge Strong, in Building Association v. 
Sutton, 11 Casey, 468, said: “The practical working of 
these associations has not been what has been anticipated. 
Though called building societies, they are in truth only 
agencies by which a greater than legal interest is obtained 
from the unwary.” The decisions of the Maryland courts 
have been hostile, and in Massachusetts the scheme did 
not meet with success. They have, however, doubtless 
contributed largely to the building up in Philadelphia of 
the large class of small freehold tenements; and they 


*See Endlich on Building Associations; article by H. W. Page, Esq., in 
Volume II. of American and English Encyclopedia of Law; papers read by 
Edmund Wrigley and Joseph T. Doran — the Social Science Association 
of Philadelphia ; Wringley on Building ’ 
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readily accepted the scheme of tenure by ground rents as 
an adjunct to their operations. They have doubtless stim- 
ulated the desire, more or less inherent in many workmen, 
to own their homes. A workman who has no capital, and 
is dependent upon his wages, may perhaps be able to set 
aside a surplus of five or ten dollars a month. With this, 
he buys, say, five shares of stock in a building association, 
which entitles him to a loan of $1,000. A lot is purchased 
on ground rent, say $500; and a loan is purchased from 
the association for $800, at from five to fifteen per cent. 
premium, as money may sell at the time. The house is 
erected. The association is secured by the mortgage of 
the fee, with the stock as collateral. The house-holder 
pays his rental, $30 per annum; $5 a month on his build- 
ing association stock, $60; the interest on his loan, say 
$96 ; for taxes, $12; his water rent, $5,— making a total 
of $170 or $180 for ten years, at the end of which time 
the series is wound up, and he has paid $1,800 to $2,000 
under a compulsory saving fund, and owns his own house, 
subject to a ground rent. If he had rented, he would 
have paid out $1,400 to $1,600 for rent alone, and would 
not have owned his house. Of course, could the pur- 
chaser have bought outright, he would have been better 
off; or could he have obtained credit to borrow at six per 
cent. on mortgage, and then bought the stock as a non- 
borrowing member, he would have been better off. But 
the utility of the building association is for the industrious 
workman without credit, who could not get such a loan, 
and on whom the obligation to the association acts as an 
incentive to save money, to keep up his dues. 

The field for building associations was found in the 
scarcity of money and the necessity for paying a high rate 
for money borrowed ; and the willingness of building asso- 
ciations to loan is based on their policy, which permitted 
them to loan on a junior security — subject to the ground 
rent — up to the actual value of the building, by reason of 
their holding the collateral security of the stock of the 
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borrower, by virtue of which he makes monthly payments 
on account of his debt, and thus is constantly reducing 
the same. On a like security, the would-be purchaser 
could not go to any of the banking institutions or invest- 
ors and obtain a like loan wherewith to erect his house. 
The building associations always preferred a ground rent 
as the senior charge subject to which they should loan, 
for the obvious reason that the principal thereof could 
not be called for, so that the association could not be 
obliged to protect itself beyond the accruing rent of a 
year, in the event of a default by the owner of the fee. 
Some time before the war of 1861, there began a great 
activity in what was known as bonus building, which may 
be briefly described as follows: A, holding a tract of land 
of one or more acres ready for improvement, having 
divided it into city lots, would sell the same to an irre- 
sponsible party,—a man of straw, X,—who would give 
a bond and mortgage for each property, covering the sup- 
posed value of the same after the erection of the contem- 
plated building. Under this advance-money mortgage, A 
was to advance to B, the builder and real purchaser, to 
whom an assignment of the property subject to the mort- 
gage had been made by X, the difference between the 
agreed price for the land and the amount of the mortgage 
to be made as advances to the builder, payable, as speci- 
fied, upon completion of certain steps in the building,— 
i.e. so much when first joists were laid, so much when 
the second floor was done, so much when under roof, etc. 
These mortgages, being a first lien, protected the mort- 
gagee from mechanics’ liens to the extent of his mortgage. 
For the above purposes, mortgages were preferred to 
ground rents, as they were more easily converted, sold, 
or placed ; and, in the “flush” period after the war, the 
speculator would easily sell his houses for greater or less 
amounts over the mortgages. Sometimes, the mechanic 
or material men were paid; but, if the venture failed, 
they would often be “cut out” by the properties being 
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sold under the mortgage, when they frequently would not 
bring the face value thereof. Individuals would suffer ; 
but a net result was that the city had so many new 
houses, and the neighborhoods generally recovered from 
the effects of over-building and grew up to them, unless a 
mistake had been made in erecting too high a grade of 
house for the place or in calculating the somewhat arbi- 
trary trend in the fashion of municipal emigration. 

With the panic of 1878 came great depression in real 
estate. Thousands of houses, some carrying first and sec- 
ond mortgages, were sold, and did not realize the face of 
the first mortgage, and many material men and mechanics 
suffered ; and the aid of the legislature was invoked, with 
the result of the act of June 8, 1881, which inhibited 
the creation of purchase-money mortgages for a greater 
amount than the actual value of the unimproved land, at 
least subordinating the lien of any thus created to the 
liens of mechanics, etc.* This stopped the use of mort- 
gages for the bonus building, and revived the popularity 
of ground rents, the new creation of which had waned 
for ten or fifteen years. Now they have come again into 
favor; and, where suburban land is being improved, it is 
safe to say that seventy to eighty per cent. of land which 
is improved by erection of the smaller grade of houses is 
sold to contractors or builders, subject to what is an actual 
advance-money ground rent, it having been the opinion, 
thus far unquestioned, that ground rents, being an actual 
estate, were not covered by the act of 1881. 

At the present time, the city improvements are gen- 
erally made, not so much by individuals, who purchase 
the lots on ground rent and then erect their own houses, 
as by large operations in blocks at a time. The tendency 
of the age to do work by concentration of force renders 
this necessary, and needs no special comment here. The 
mechanic can really get a better house for less money in 


* Pamphlet Laws, 1881, p. 56. 
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this way than if he first buys his land and builds himself. 
Operations like those alluded to, where a block or more 
is built on ground rent, have all the desirable features of 
the single purchase, so far as the ultimate owner of the 
fee is concerned. He has his house, which is worth, say, 
$2,000, subject to a ground rent of $90, which is six per 
cent. on $1,500; and he can pay that off at any moment 
after a certain specified time, or he need never pay the 
principal. 

As a marketable security, these ground rents are not 
so good as mortgages for a corresponding amount: First, 
because the ground-rent landlord can never count on call- 
ing in his money, and the market might not be such as 
to favor the sale of such real estate at par at any given 
moment. For this reason, the prevailing rate of interest 
is six per cent. against five per cent. or four and one-half 
per cent. on an equal amount secured by mortgage; and 
the tenant virtually pays that much additional per annum 
for his privilege of the optional redemption of his debt. 
Second, because the fee of the land is liable to be sold 
out on a judgment at any time, of which event the land- 
lord may know nothing until he comes to collect his rent, 
unless he watches the monthly list of sheriff sales. His 
only damage, however, would be that any arrears of in- 
terest due would be discharged by the sale, and lost, if 
the fund derived therefrom was not enough to meet this 
obligation in addition to costs and taxes. 

To summarize our conclusions, it may be said that in 
the first one hundred and fifty years or so of the life of 
Philadelphia ground rents were increasingly in favor as 
a method of taking up land by mechanics and other per- 
sons of limited means, who contracted to improve the 
same by a moderate building. Many of these rents be- 
came irredeemable by the terms of the deeds, reference 
to which show the lots to have been often small and 
the improvement covenant for only two-story buildings. 
That beyond all doubt this method, furnishing as it did 
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an opportunity for the industrious workingman to obtain 
a home at the outset of his career, without the actual in- 
vestment of a capital, greatly facilitated the building up 
of the large class of small freeholders; that the system 
continued to grow in favor with the capitalists, operators 
in real estate, and the ultimate purchaser,—is conclusive 
evidence of the equitable basis of the relation created 
by the ground-rent estate and of its adaptability to the 
wants of the community. 

The growing demand for safe investments, owing to the 
vast increase of idle and trust capital, makes good ground 
rents most desirable investments to hold. Being real 
estate, however, they are not trust investments in which 
executors and trustees can invest without the consent of 
the Orphan’s Court. Many of the earlier and now irre- 
deemable ground rents have been reserved on lands the 


value of which the march of improvements has increased | 


enormously ; and they have therefore become, in the lan- 
guage of conveyancers, “gilt-edged” securities, which 
command a considerable premium at auction by reason 
of their permanent character. In some parts of the city, 
however, these gilt-edged ground rents have been held in 
blocks by conservative families, who would not release 
them on any reasonable terms; and their existence has 
served as a bar to the improvement of certain neighbor- 
hoods, until the tide has swept by and left those streets 
stranded with rows of antiquated houses, and the locality 
tenanted by an undesirable class, who make future im- 
provements still more difficult. 

The act of 1850, inhibiting irredeemable ground rents, 
has removed the only feature, which as a clog to the free 
circulation of land, was open to criticism as against public 
policy and contrary to the spirit of our age and country. 
The advent of building associations found the system of 
ground rents ready made to their hands; but these socie- 
ties have, in the judgment of many, reached their greatest 
development, and their influence and prestige, it is 
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thought, will be apt to wane in the future, as their suc- 
cess was founded on usurious or excessive rates of in- 
terest, and they may not be able to compete with the 
wealthy institutions now about to enter the field as com- 
petitors, and claiming to afford the same relief to scanty 
credit with less exorbitant rates of interest. And, finally, 
the large operators who come with these later times have 
found in the ground rents a system admirably calculated 
to protect the capitalists and furnish the consumer his 
house ready built, with the least objectionable kind of 
encumbrance which it is possible for a wage-winner to 
have on his house, owing to the non-demandable charac- 
ter of the principal. The equitable flexibility of the 
ground rent, as developed in Philadelphia, is in marked 
contrast to the kindred rent service once in force in the 
immense landed estates of New York, which led to the 
anti-rent riots of 1846." 

There remain to be noted two new features, which may 
have a decided bearing on the future method of continu- 
ing the acquisition of homes by the workingman. First, 
the Real Estate Title Company has inaugurated the sys- 
tem of loaning money on houses at six per cent. up to, 
say, a three-fourths valuation on mortgages, with the priv- 
ilege of paying off the same in instalments. This plan is 
admirably adapted to such purchasers as may have saved 
enough capital to purchase the equity demanded by the 
rules of the company. Second, another and more novel 
plan is that offered by the United Security Life Insurance 
and Trust Company. This company, incorporated with 
a capital of $1,000,000, offers to loan up to eighty per 
cent. or more of the value of the property on a five, ten, 
and twenty year term. The scheme then provides for a 
mortgage by the purchaser to the company, with a policy 
of life insurance to be issued by the mortgagee company, 


* The Anti-rent Agitation of the State of New York, by Edward P. Cheyney, 
A.M.,— publication of the University of Pennsylvania, No. 2. Porter & 
Coates : Philadelphia, 1887. 
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the mortgagor agreeing to make monthly payments, cal- 
culated on such a basis that, if he lives out the term, he 
will pay off his principal, the amount of this payment 
including a premium on his life which covers the cost of 
insurance for that short term, so that, in the event of his 
death during the term, the property is handed over to the 
beneficiary clear of the mortgage. It is said that the 
insurance and the payment amount to but a few dollars 
per month more than the rent would be, and that the 
purchaser gets his insurance as cheaply as he could buy 
it elsewhere. The same admirable element of the com- 
pulsory saving fund which gave the chief value to the 
building association is present, while the element of 
exorbitant interest is absent. In addition to this, the 
purchaser has, possibly, greater assurance of honest and 
economical management of the affair in the greater finan- 
cial ability and resources of a strong financial concern like 
this. We are advised by the officers of the company that’ 
the demand for the opportunities offered by their company 
has more than equalled the means of the company to 
supply it, which, as far as their short experience goes, 
would indicate that a public want has been recognized 
and met. 

But, when all has been said and every element has 
been examined, nothing can be found to discredit the 
proposition that, from the earliest days to the present, 
the ground rent, as developed in Philadelphia, has, by 
offering a safe security to the original land-owner and an 
unoppressive burden to the purchaser, greatly encouraged 
the taking up and improvement of land, either directly 
or through middle-men; and that the ultimate result has 
been of benefit to the large class of small freeholders or 
tenants who demand a separate house as a necessity of 
life, and who exist in Philadelphia in greater numbers 
than in any other great city of the world. 

‘ EpwARrD P. ALLINSON. 
Borges PENROSE. 
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THE TARIFF, 1830-1860. 


In the years between 1832 and 1860 there was great 
vacillation in the tariff policy of the United States; there 
were also great fluctuations in the course of trade and 
industry. A high tariff succeeded a low tariff, and was 
in turn succeeded by another low tariff. Periods of 
undue inflation and of great demoralization, of prosperity 
and of depression, followed each other. The changes in 
the rates of duty and the fluctuations in industrial history 
have often been thought to be closely connected. Protec- 
tionists have ascribed prosperity to high tariffs, depression 
to low tariffs; free traders have reversed the inference. 
It is the object of the present paper to trace, so far as this 
can be done, the economic effect of tariff legislation dur- 
ing the thirty years of varying fortune that preceded the 
civil war. 

First, by way of introduction, a sketch must be given 
of the history of the tariff. We begin with the tariff act 
of 1882, a distinctly protectionist measure, passed by the 
Whigs, or National Republicans, which put the protective 
system in a shape such as the advocates of protection 
hoped it might retain permanently. It levied high duties 
on cotton and woolen goods, iron and other articles, to 
which protection was meant to be applied. On articles 
not produced in the United States, either low duties were 
imposed, as on silks, or no duties at all, as on tea and 
coffee. The average rate on dutiable articles was about 
84 per cent. 

In 1833, the Compromise Tariff Act was passed, and 
remained in force until 1842. That act, there can be 
little doubt, was the result of an agreement between Clay 
and Calhoun, the leaders of the protectionists and free 
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traders, while it secured also the support of the Jackson 
administration. Clay had been hitherto the most uncom- 
promising of the protectionists; Calhoun had represented 
the extreme Southern demand that duties should be re- 
duced to a horizontal level of 15 or 20 per cent.* The 
compromise provided for the retention of a considerable 
degree of protection for nearly nine years, and thereafter 
for a rapid reduction to a uniform 20 per cent. rate. The 
tariff of 1832 was the starting-point. All duties which 
in that tariff exceeded 20 per cent. were to have one-tenth 
of the excess over 20 per cent. taken off on January 1, 
1834; one-tenth more on January 1, 1836; again, one- 
tenth in 1838; and another in 1840. That is, by 1840, 
four-tenths of the excess over 20 per cent. would be gone. 
Then, on January 1, 1842, one-half the remaining excess 
was to be taken off; and on July 1, 1842, the other half 
of the remaining excess was to go. After July 1, 1842, 
therefore, there would be a uniform rate of 20 per cent. 
on all articles. Obviously, the reduction was very grad- 
ual from 1838 till 1842, while in the first six months of 
1842 a sharp and sudden reduction was to take place. 
Considered as a political measure, the act of 1833 may 
deserve commendation. As an economic or financial 
measure, there is little to be said for it. It was badly 
drafted. No provision was made in it as to specific 
duties; yet it was obviously meant to apply to such 
duties, and the Secretary of the Treasury had to take it 
on himself to frame rules as to the manner of ascertaining 
the ad valorem equivalents of specific duties and making 
the reductions called for by the act.t Again, the reduc- 


* The Nullifiers had said that such a horizontal rate was the least they were 
willing to accept. See the Address to the People of the United States by the 
South Carolina Convention, in the volume of State Papers on Nullification, 
published by the State of Massachusetts, p. 69. 

t The instructions issued from the Treasury Department may be found in 
Exec. Doc. 1833-34, vol. i., No. 43. It has been thought that the act did not 
apply to specific duties; but this is a mistake. 
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tions of duty were irregular. Thus on one important 
article, rolled bar iron, the duty of 1832 had been specific, 
— $1.50 per hundred-weight. This was equivalent, at the 
prices of 1832, to about 95 per cent. The progress of the 
reductions is shown in the table.* Up to 1842, they were 
comparatively moderate; but in the six months from Jan- 
uary 1 to July 1, 1842, the duty dropped from 65 to 20 
per cent.f Producers and dealers necessarily found it 
hard to deal with such changes. It is true that a long 
warning was given them; but, on the other hand, Con- 
gress might at any moment interfere and modify the act. 
Finally, and not least among the objections, there was the 
ultimate horizontal rate of 20 per cent.,—a crude and 
indiscriminating method of dealing with the tariff prob- 
lem, which can be defended on no ground of principle 
or expediency. The 20 per cent. rate, according to the 
terms of the act, was to remain in force indefinitely, that 
being the concession which in the end was made to the 
extremists of the South.f 

As it happened, however, the 20 per cent. duty remained 
in force for but two months, from July 1 till September 1, 
1842. At the latter date, the tariff act of 1842 went 


* Year. Duty, per cent. 
1834 87 
1836 80 
1838 72.5 
1840 65 
Jan. 1, 1842 42.5 
July 1, 1842 20 


t This calculation is on the basis of the prices of 1833. If prices changed 
(and they did change greatly), the rates under the Compromise Act would vary 
materially from those given in the text ; since the ad valorem equivalent of the 
specific duty, and its excess over 20 per cent., were ascertained for each year 
according to the prices of that year. 

t Clay, who drafted the act, probably had no expectation that the 20 per 
cent. rate ever would go into effect. He thought Congress would amend 
before 1842, and intended to meet by his compromise the immediate emer- 
gency only. See his Works, ii. pp. 131, 132. He tried to show Appleton 
and Davis, two leading representatives of the protectionists, that ‘‘no future 
Congress would be bound by the act.”’ See Appleton’s speech on the Tariff 
Act of 1842, Appendix to Congr. Globe, 1841-42, p. 575. 

§ The Compromise Act was so loosely constructed that doubt was enter- 
tained whether under its terms any duties at all could be collected after June 
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in force. That act was passed by the Whigs as a party 
measure, and its history is closely connected with the 
political complications of the time. The Whigs had broken 
with President Tyler, and had a special quarrel with him 
as to the distribution among the States of the proceeds 
of the public lands. Tyler vetoed two successive tariff 
bills because of clauses in them in regard to distribu- 
tion. The bill which he finally signed, and which became 
law, was passed hurriedly, without the distribution clause. 
Attention was turned mainly to the political quarrel and 
to the political effect of the bill in general.* The act, 
naturally enough, was a hasty and imperfect measure, of 
which the details had received little consideration. The 
duties which it levied were high,— probably higher than 
they would have been had the tariff discussion been less 
affected by the breach beween Tyler and the Whigs. 
The act, though distinctly protective, and proclaimed to 
be such by the Whigs, had not behind it such a strong 
popular feeling as had existed in favor of the protective 
measures of 1824, 1828, and 1832. In the farming States, 
the enthusiasm for the home market idea had cooled per- 
ceptibly; and in the manufacturing States the agitation 
came rather from the producers directly interested than 
from the public at large. There is much truth in Cal- 
houn’s remark that the act of 1842 was passed, not so 
much in compliance with the wishes of the manufact- 
urers as because the politicians wanted an issue. 


30, 1842. The point was carried before the Supreme Court, which decided, 
however, that the rate of 20 per cent. was in effect during the two months 
before the act of 1842 went in force. (Aldridge v. Williams, 3 Howard, 9.) 
Mr. Justice McLean dissented; and there is much force to his dissenting 
opinion and to the argument of Mr. Reverdy Johnson, the counsel against the 
government. 

*A full account of this struggle is in Von Holst’s Constitutional History, 
iii. pp. 451-463. 

t Works, iv. pp. 199, 200. Calhoun thought that a good deal was due 
also to the influence of the ‘‘ moneyed men” who wanted the Treasury to be 
filled. 
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The act of 1842 remained in force for but four years. 
It was in turn superseded by the act of 1846, again a 
political measure, passed this time by the Democrats. 
The act of 1846 carried out the suggestions made by Sec- 
retary Walker in his much debated Treasury Report of 
1845. Indeed, it may be regarded as practically framed 
by Walker, who professed to adhere to the principle of 
free trade; and the act of 1846 is often spoken of as an 
instance of the application of free-trade principles. In 
fact, however, it effected no more than a moderation in 
the application of protection. The act established several 
schedules, indicated by the letters A, B, C, D, and so on. 
All the articles classed in schedule A paid 100 per cent., 
all in schedule B paid 40 per cent., all in schedule C paid 
80 per cent., and so for the rest. Schedule C, with the 
80 per cent. duty, included most articles with which the 
protective controversy is concerned,— iron and metals in 
general, manufactures of metals, wool and woollens, man- 
ufactures of leather, paper, glass, and wood. Cottons 
were in schedule D, and paid 25 per cent. Tea and 
coffee, on the other hand, were exempt from duty. 

The act of 1846 remained in force till 1857, when a still 
further reduction of duties was made. The revenue was 
redundant in 1857, and this was the chief cause of the 
reduction of duties. The framework of the act of 1846 
was retained,—the schedules and the ad valorem duties. 
The duty on the important protective articles, in schedule 
C, was lowered to 24 per cent., cottons being transferred, 
moreover, to that schedule. Certain raw materials were 
at the same time admitted free of duty. 

The act of 1857 remained in force till the close of the 
period we have under examination. We begin with a 
high protective tariff in 1832, then follows a gradual 
reduction of duties, ending in 1842 with a brief period of 
very low duties. In the four years, 1842-46, we have 
a strong application of protection. In 1846 begins what 
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is often called a period of free trade, but is in reality 
one of moderated protection. In 1857, the protection is 
still further moderated, and for a few years there is as 
near an approach to free trade as the country has had 
since 1816. 

Turning now to the economic effect of this legislation, 
we have to note, first, its connection with the general pros- 
perity of the country. That there was a distinct connec- 
tion is asserted by both protectionists and free traders. 
The protectionists tell us that the compromise tariff caused 
the disastrous crises of 1837 and 1889, that the high tariff 
of 1842 brought back prosperity, that depression again 
followed the passage of the act of 1846, and that the 
panic of 1857 was precipitated by the tariff act of 1857. 
On the other hand, free traders not infrequently describe 
the period between 1846 and 1860 as one of exceptional 
prosperity, due to the low duties then in force. 

It would not be worth while to allude to some of these 
assertions, if they were not so firmly embedded in current 
literature and so constantly repeated in many accounts 
of our industrial history. This is especially the case with 
the curious assertion that the crises of 1837 and 1839 
were caused by the compromise tariff of 1883 or con- 
nected with it. This assertion had its origin in the writ- 
ings of Henry C. Carey, who has been guilty of many 
curious versions of economic history, but of none more 
remarkable than this. It may be found in various pas- 
sages in his works; and from them it has been transferred 
to the writings of his disciples and to the arguments of 
protectionist authors and speakers in general.* Yet no 


* Ref to the supposed effects of the act of 1833 abound in Carey’s 
works. As good a specimen as any is this: ‘‘ Agitation succeeded in producing 
a total change of system, in the tariff of 1833. . . . Thenceforward the building 
of furnaces and mills almost wholly ceased, the wealthy English capitalists 
having thus succeeded in regaining the desired control of the great American 
market for cloth and iron. As a consequence of their triumph, there ensued a 
succession of crises of barbaric tendency, the whole terminating, in 1842, ina 
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fair-minded person, having even a superficial knowledge 
of the economic history of these years, can entertain such 
notions. The crises of 1837 and 1839 were obviously 
due to quite a different set of causes,—to the bank 
troubles, the financial mistakes of Jackson’s administra- 
tion, the inflation of the currency, and of those general 
conditions of speculation and unduly expanded credit 
which give rise to crises. The tariff act had nothing 
whatever to do with them. Indeed, the reductions in 
duty under it, as we have seen, were slight until 1840, 
and could hardly have influenced in any degree the break- 
ing out of the panics. Even if the reductions of duty had 
been greater, and had been made earlier, they would prob- 
ably have had no effect, favorable or unfavorable, on the 
inflation of the earlier years or on the depression which 
followed. 

We may dispose at this point of a similar assertion occa- 
sionally made in regard to the crisis of 1857,— that the 
tariff act of 1857 caused or intensified it. This view also 
is traceable, probably, to Carey. It appears in his writings 


scene of ruin such as had never before been known, bankruptcy among the 
people being almost univ .” etc. Letters on the Iron Question (1865), p. 4, 
printed in his Miscellaneous Works (1872). To the same effect, see his Finan- 
cial Crises, p. 18; Review of Wells’s Report, p. 5; Social Science, ii. p. 225. 
Professor Thompson makes the same statement in his Political Economy, p. 353. 
See also Elder, Questions of the Day (1871), pp. 200, 201. Senator Evarts, in a 
speech made in 1883, ascribed to the act of 1833 ‘a bankruptcy which covered 
the whole land, without distinction of sections, with ruin.’’ The pedigree of 
statements of this kind, which are frequent in campaign literature, can be 
traced back to Carey. Doubtless Carey wrote in good faith; but his preju- 
dices were so strong as to prevent him from taking a just view of economic 


Oddly enough, Calhoun ascribed the crisis of 1837 to the fact that duties 
under the act of 1833 remained too high. The high duties brought in a large 
revenue and d a surplus in the Treasury; the deposit and distribution of 
this brought inflation and speculation, and eventually a crisis. Works, iv. p. 174. 
No doubt, the high duties were one cause of the government surplus, and 
thereby aided in bringing about the crisis, so that this view, incomplete as 
it is, has more foundation than Carey’s explanation. On the other hand, Clay, 
not unnaturally, took pains to deny that the act of 1833 had anything to do 
with the troubles of the years following its passage. Works, ii. pp. 530, 531 
(edition of 1844). 
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and in those of his disciples.* In fact, the crisis of 1857 
was an unusually simple case of activity, speculation, 
over-banking, panic, and depression; and it requires the 
exercise of great ingenuity to connect it in any way with 
the tariff act. As it happened, indeed, the tariff was 
passed with some hope that it would serve to prevent the 
crisis. Money was accumulating in the Treasury; and it 
was hoped that, by reducing duties, the revenue would 
be diminished, money would be got out of the Treasury, 
and the stringency, which was already threatening, pre- 
vented.t The reduction failed to prevent the panic; but, 
at the time, it would have been considered very odd to 
ascribe the disaster to the tariff act. 

On the other hand, it has been very often said that the 
activity of trade in 1848-44 was due to the enactment 
of the protective tariff act of 1842. There may be a de- 
gree of truth in this. The unsettled state of legislation 
on the tariff before the act of 1842 was passed, must have: 
been an obstacle to the revival of confidence. After July 
1, 1842, there was the uniform duty of 20 per cent.; nay, 
it was doubtful whether there was by law even that duty 
in force. It was certain that Congress would wish not 
to retain the horizontal rate, but would try to enact a new 
tariff law; yet the quarrel between the Whigs and Tyler 
made the issue quite doubtful. Such uncertainty neces- 
sarily operated as a damper on trade, and the passage of 
any act whatever, settling the tariff question for the time 
being, would have removed one great obstacle to the 
return of activity and prosperity. It is even possible that 
the passage of the act of 1842 may have had a more direct 


*Carey speaks in one place of ‘‘ the terrific free-trade crisis of 1857.” 
Letters to Colfax, p. 15; Financial Crises, p. 8; Review of Wells, p. 5 (all in his 
Miscellaneous Works). Thompson (Political Economy, p. 357) says: ‘‘In 1857, 
Congress reduced the duties 25 per cent. . . . It at once intensified all the 
unwholesome tendencies in our commercial and industrial life. . . . Another 
great panic followed through the collapse of unsound enterprises.” 

t See a letter from a Boston merchant to Senator Wilson, Congr. Globe, 
1856-57, Appendix, p. 344; and the statement by Senator Hunter, ibid., 329. 

















322 QUARTERLY JOURNAL OF ECONOMICS 





effect than this. No doubt, in the regular recurrence of 
waves of activity and depression, the depression of 1840- 
42 would soon have been followed, in any event, by a 
period of activity. The point at which activity will begin 
to show itself under such circumstances is largely a matter 
of chance. It begins, for some perhaps accidental reason, 
with one industry or set of industries, and, the materials 
for general revival being ready, then spreads quickly to 
the others. In the same way, when the materials for a 
crisis are at hand, a single accidental failure may precipitate 
a general panic. In 1842-43, the high duties of the tariff 
act probably helped to make profits large for the time 
being in certain manufactures, notably those of cotton 
and iron. Prosperity in these set in, and may have been 
the signal for a general revival of confidence and for a 
general extension of business operations. To that extent, 
it is not impossible that the protective tariff of 1842 was 
the occasion of the reviving business of the ensuing years. 
But it is a very different thing from this to say that the 
tariff was the cause of prosperity, and that depression 
would have continued indefinitely but for the re-establish- 
ment of high protective duties. 

In truth, there has been a great deal of loose talk about 
tariffs and crises. Whenever there has been a crisis, the 
free traders or protectionists, as the case may be, have 
been tempted to use it as a means for overthrowing the 
system they opposed. Cobden found in the depression of 
1839-40 a powerful argument in his crusade against the 
corn laws, and knew that a return of prosperity would 
work against him.* Within a few years, the opponents 
of protection in this country have found in general de- 
pression a convenient and effective argument against the 
tariff. In the same way, the protectionists have been 
tempted to use the crises of 1837 and 1857, and conversely 
the revival of 1843-44, to help their case. But the effect 
of tariffs cannot be traced by any such rough-and-ready 


* See passages in Morley’s Life of Cobden, pp. 162, 163, 210, 
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method. The tariff system of a country is but one of 
many factors entering into its general prosperity. Its 
influence, good or bad, may be strengthened or may be 
counteracted by other causes, and it is exceedingly diffi- 
cult, generally impossible, to trace its separate effect. 
Least of all can its influence be traced in those variations 
of outward prosperity and depression which are marked 
by “good times” and crises. A protective tariff may 
sometimes strengthen other causes which are bringing on 
a commercial crisis. Some such effect is very likely to be 
traced to the tariff in the years before the crisis of 1873. 
It may sometimes be the occasion of a revival of activity, 
when the other conditions are already favorable to such 
a revival. That may have been the case in 1848. But 
these are only incidental effects, and lie quite outside the 
real problem as to the results of protection. As a rule, 
the tariff system of a country operates neither to cause 
nor to prevent crises. They are the results of conditions 
of exchange and production on which it can exercise no 
great or permanent influence. 

Remarks of the same kind may be made on the fre- 
quent assertion that the prosperity of the country from 
1846 to 1860 can be ‘traced to the low duties then in 
force. He who is convinced, on grounds of general rea- 
soning and of general experience, that the principles of 
free trade are sound, and that protective duties are harm- 
ful, can fairly deduce the conclusion that the moderate 
tariffs of 1846 and 1857 contributed, so far as they went, 
to general prosperity. But a direct connection cannot be 
traced. A number of favorable causes were at work, 
such as the general advance in the arts, the rapid growth 
of the railway system and of ocean communication, the 
Californian gold discoveries. There is no way of elimi- 
nating the other factors, and determining how much can 
be ascribed to the tariff alone. Even in the growth of 
international trade, where some direct point of connec- 
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tion might be found, we cannot measure the effect of low 
duties; for international trade was growing between all 
countries under the influence of cheapened transportation 
and the stimulus of the great gold discoveries.* The in- 
ductive, or historical, method absolutely fails us here. 

We turn now to another inquiry, as to the effect of the 
fluctuating duties of this period on the protected indus- 
tries. That inquiry, it is hardly necessary to say, leads 
us to no conclusion as to the effect of the duties on the 
welfare of the country at large. It is quite conceivable, 
and indeed on grounds of general reasoning at least prob- 
able, that any stimulus given to the protected industries 
indicated a loss in the productive powers of the com- 
munity as a whole. But it has often been asserted, and 
again often denied, that the duties caused a growth of 
certain industries; and it is worth while to trace, if we 
can, the tangible effect in this direction, even though it 
be but a part of the total effect. 

It is the production of iron in the unmanufactured 
form that has been most often discussed in the protective 
controversy. And in regard to this, fortunately, we have 
good, if not complete, information. 

The duty on pig iron had been 624 cents a hundred- 
weight under the tariff act of 1828. In 1832, it was 
reduced to 50 cents, or $10 per ton. This rate was 
equivalent to about 40 per cent. on the foreign price at 


*The growth of foreign trade under the tariffs of 1846 and 1857 was cer- 
tainly very striking. In Grosvenor’s Does Protection protect? p. 60, there is a 
table showing the imports and exports per head of population from 1821 to 
1869, in which it is stated that the annual average per head of population was : 


In 1843-46, . 22° 
“ 1847-50, 6.35 6.32 
« 1851-55, 9.10 7.35 
“* 1856-60, 10.41 9.45 


The imports and exports were, in millions of dollars : — 
Annual average of the four years 1843-46, er 100. - 
“ “ “« « “1847-50, 138.3 136.8 
“ “ “ « five “ 1851-55, 231. 186.2 
“ “ “0 « “ 1856-60, 305. 278.2 
But how are we to measure the share which low duties had in promoting this 


growth ? 














THE TARIFF, 1880-1860 395 
that time; and, under the Compromise Act of 1833, it was 
gradually reduced, until it reached 20 per cent. in 1842. 
Under the act of 1842, the duty was again raised to $10 
a ton. In 1846 it was made 30 per cent. on the value, 
and in 1857 24 per cent. As the value varied, the duty 
under these acts, of course, also varied. In 1847, a time 
of high prices, the duty of 80 per cent. was equal to 
$5.75 per ton; in 1852, it was only $3.05; in 1855, it was 
as high as $6; in 1860, it again fell to $3.40.* 

The duty on bar iron was of two kinds until 1846,—a 
duty on hammered bar iron, and another heavier duty on 
rolled bar iron. The duty on hammered bar was in 1882 
fixed at 90 cents per hundred-weight, or $18 per ton 
That on rolled bar was nearly twice as heavy, being $30 
per ton, or nearly 100 per cent. on the value. These 
duties were reduced under the Compromise Act; and, as 
we have seen, the reduction on rolled bar was very great, , 
and, in 1842, very sudden. Under the act of 1842, the 
duty on hammered bar was made $17 per ton, that on 
rolled bar $25 per ton. The act of 1846 gave up finally 
the discrimination between the two kinds, and admitted 
both alike at a duty of 30 per cent.; and the act of 1857 
admitted them at 24 per cent. 


*The duty from year to year, on the average, for the fiscal years ending 
June 30, is given in the following table. The foreign value, on which the duty 
was computed, is also given. The figures are compiled from the tables given 
in French, History of Iron Manufacture, p. 70, and in the Report of the Iron and 
Steel Association for 1876, p. 182. 


Dut 
Year ending June 30. Average value. (30% till 1857, 24% after 1857). 
1847, $19.90 $5.95 
1848, 15.80 4.75 
1849, 13.30 4.00 
1850, 12.70 3. 
1851, 12.60 3.75 
1852, 10.20 3.05 
1853, 13.40 4.00 
1854, 18.00 5.40 
1855, 20.00 6.00 
1856, 19.80 5.95 
1857, 19.50 5.85 
17.60 4.20 
1859, 15.20 3.65 
1860, 14.10 3.40 


t+ Between 1832 and 1842, an exception had been made for one class of 
rolled iron,—iron rails actually laid down on railroads. These were admitted 
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For the understanding of the effect of the duties, it 
will be necessary to refer to the tables in the Appendix, 
of the production and importation of iron. As will be 
seen from the explanations in the notes to that table, the 
statistics are by no means completely trustworthy; but 
they enable us to draw some general conclusions. 

It seems to be pretty clear that the importation of iron 
was somewhat affected by the tariff. The years before 
1842, when the compromise tariff was in force, were years 
of such disturbance that it is not easy to trace any effects 
clearly to the operation of the tariff; but imports during 
these years were a smaller proportion of the total con- 
sumption of iron than they were during the period after 
1846. It must be remembered that from 1830 till 1842 
all railroad iron was admitted free of duty, and that a 
large part of the imported iron consisted of rails. If this 
quantity be dedueted from the total import, the remaining 
quantity, which alone was affected by the duties, becomes 
still smaller as compared with the domestic product. In 
1841 and 1842, when duties began to be low under the 
operation of the Compromise Act, imports were larger in 
proportion to the home product. On the other hand, 
in the four years, 1843-46, under the act of 1842, they 
show a distinct decrease. After 1847, they show as dis- 
tinct an increase, and continue to be large throughout the 
period until 1860. In the speculative and railroad-build- 
ing years, from 1852 to 1857, the importation was espe- 
cially heavy; and in 1858 and 1854 the total quantity of 
iron imported was almost as great as the home product. 

The most effective part of the iron duties until 1846 
was the heavy discriminating duty on rolled bar iron. 
That duty amounted (from 1818 till 1846, except during 
a few months in 1842) to about 100 per cent. Rolled 





free of duty; or, rather, a drawback was granted of the full amount of duty 
due or paid on them. Between 1828 and 1832, a drawback had been granted 
such as to make the duty on railroad iron only 25 per cent. After 1842, how- 
ever, it was charged with duty like any other iron. 








AE 

















THE TARIFF, 1830-1860 3827 


iron, made by the puddling process and by rolling, is the 
form of bar iron now in common use. The process was 
first applied successfully by Cort in England about 1785, 
and in that country was immediately put into extensive 
use. It made bar iron much more cheaply and plentifully 
than the old process of refining in a forge and under a 
hammer; and, at the present time, hammered bar of the 
old-fashioned kind has ceased to be made, except in com- 
paratively small quantities for special purposes. Cort’s 
processes of puddling and rolling were possible only 
through the use of bituminous coal and coke. The abun- 
dant and excellent coal of Great Britain gave that country 
an enormous advantage in producing rolled iron, as it had 
already done in smelting pig iron, and put her in that 
commanding position as an iron producer which she con- 
tinues to occupy to the present day. When rolled iron 


first began to be exported from England to foreign coun- , 


tries, it aroused strong feelings of jealousy, being so much 
cheaper than other iron. Several countries fought against 
the improvement by imposing discriminating duties on it.* 
That course was adopted in the United States. In 1818, 
a discriminating duty was put on rolled iron, partly be- 
cause it was said to be inferior in quality to hammered 
iron, and partly from a feeling in favor of protecting the 
domestic producers of hammered iron. The duty was re- 
tained, as we have seen, till 1846. Its effect was neutral- 
ized in part by the free admission of railroad iron, which 
was one form of rolled iron; but, so far as it was applied 
to rolled iron in general, it simply prevented the United 
States from sharing the benefit of a great improvement 
in the arts. It had no effect in hastening the use of the 
puddling and rolling processes in the country. Though 
introduced into the United States as early as 1817, these 


*In France, a discriminating duty equivalent to 120 per cent. was imposed 
in 1822 on iron imported by sea; i.¢e., on English iron. Amé, Tarifs de Dou- 
anes, i. pp. 144-148. The discrimination was maintained until 1855. JIbid., 
p. 271. 
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processes got no firm hold until after anthracite coal began 
to be used, about 1840, as an iron-making fuel.* 

We turn now to the history of the domestic production. 
By far the most important event in that history is the use 
of anthracite coal as a fuel, which began about 1840. 
The substitution of anthracite for wood (charcoal) revo- 
lutionized the iron trade in the United States in the same 
way as the use of bituminous coal (coke) had revolution- 
ized the English iron trade nearly a century before. Up 
to 1840, pig iron had been smelted in this country with 
charcoal, which was an expensive fuel, and tended to 
become more and more expensive as the nearer forests 
were cut down and wood became less easily attainable. 
Charcoal pig iron could not have competed on even terms 
with the coal-made English iron. But between 1880 and 
1840 it was protected by the heavy duties on English 
iron; and, under their shelter, the production in those 


*The first puddling and rolling mill in the United States was put up in 
Pennsylvania in 1817. The first puddling in New England was done as late as 
1835. Wood was used as fuel at the outset. Swank, Iron in All Ages, pp. 166, 
330. The effect of the duty on rolled iron cannot be better described than in 
the clear and forcible language used by Gallatin in 1831: *‘ It seems impracti- 
cable that iron made with charcoal can ever compete with iron made from 
bituminous coal. ... A happy application of anthracite coal to the manufact- 
ure of iron, the discovery of new beds of bituminous coal, the erection of iron 
works in the vicinity of the most easterly beds now existing, and the improved 
means of transportation, which may bring this at a reasonable rate to the sea- 
border, may hereafter enable the American iron-master to compete in cheap- 
ness with foreign rolled iron in the Atlantic districts. On those contingencies 
the tariff can have no effect. To persist, in the present state of the manu- 
facture, in that particular competition, and for that purpose, to proscribe the 
foreign rolled iron, is to compel the people for an indefinite time to substitute 
a dear for a cheap article. It is said that the British iron is generally of 
inferior quality: this is equally true of a portion of that made in America. 
In both cases, the consumer is the best judge,—has an undoubted right to 
judge for himself. Domestic charcoal iron should confine itself to a com- 
petition with the foreign iron made from the same fuel.” Gallatin added, 
prophetically, ‘‘ Your memorialists believe that the ultimate reduction of the 
price of Americar iron to that of British rolled iron can only, and ultimately 
will, be accomplished in that Western region which abounds with ore, and in 
which are found the most extensive formations of bituminous coal.”” Memorial 
of the Free Trade Convention, pp. 60, 61. 
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years steadily increased.* There seems to be no doubt 
that, with lower duties or no duties at all, the domestic 
production would have been less, and the imports greater. 
In other words, the duty operated as a true protective 
duty, hampering international trade and increasing the 
price of the home product as well as of the imported iron. 

In 1840, however, anthracite coal began to be applied to 
the making of pig iron. The use of anthracite was made 
possible by the hot blast,—a process first put in successful 
operation in England, and then transferred to this country 
by persons who had seen it in England.t| The importance 
of the new method was immediately appreciated, and pre- 
dictions were made that henceforth there would be no 
longer occasion for importing iron, even under the 20 
per cent. duty of the Compromise Act. Many furnaces 
were changed from the charcoal to the anthracite method.t 
At very nearly the same time, as it happened, the tariff 
act of 1842 was passed, imposing heavy duties on all kinds 
of iron, among others on the railroad iron which had 
hitherto been admitted free. Very shortly afterwards, 
a general revival of trade set in. Under the influence 
of these combined causes, the production of iron was sud- 
denly increased. Between 1842 and 1847, it is said to 
have more than doubled. Some part of this great increase 
was certainly due to the high protection of 1842; but, 
under any circumstances, the use of anthracite would 


*The reader will bear in mind what was said in a previous note on the 
unsatisfactory character of the statistics. 

t The hot blast was successfully applied in a furnace in Pennsylvania in 
1836, but the experiment was not prosecuted. In 1837, Crane applied it in 
Wales, and from his works the process was transplanted to this country. 
Swank, Iron in All Ages, pp. 268-273; French, History of the Iron Trade, pp. 
58-60. It is striking that the greatest improvements in the iron trade —the 
use of coke, the puddling and rolling process, the use of anthracite, and in our 
own time the Bessemer process — all had their origin in England, and thence 
were transferred to other countries. 

tSee the notices in Hazard’s Statistical Register, i. pp. 335, 368; iii. p. 173; 
iv. p. 207. That great results were at once expected from the new method is 
shown by an interesting speech of Nicholas Biddle’s, idid., ii. p. 230. 
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have given a great stimulus to the iron trade. This is 
shown by the course of events under the tariff acts of 
1846 and 1857. The production remained, on the whole, 
very steady throughout the years when these acts were in 
force. For a few years after the passage of the act of 
1846, the reduction of the duty to 30 per cent. had little, 
if any, effect. Prices were high both in England and in 
the United States, for it was a time of active railroad 
building in England, and consequently of great demand 
for iron. The ad valorem duty was correspondingly high. 
In 1850-51, the usual reaction set in, prices went down, 
production decreased, and the iron-masters complained.* 
But the natural revival came after a year or two. Prices 
rose again; production increased, and continued to in- 
crease until 1860. Although the duty, which had been 
$9 a ton under the act of 1842, was no more than $3 and 
$4 under the 24 per cent. rate which was in force during 
the years 1858, 1859, and 1860, and although these were 
not years of unusual general activity, the domestic pro- 
duction showed a steady growth. The country was grow- 
ing fast, many railroads were in course of construction, 
much iron was needed. An undiminished home product 
was consumed, as well as largely increased imports. 

The most significant fact in the iron trade, however, 
is to be seen, not in the figures of total production, but 
in the shifting from charcoal to anthracite iron. While 
the total product remained about the same, the component 


*The iron-masters admitted that the act of 1846 had been sufficiently 
protective when first passed. But in 1849 and 1850 they began to complain 
and ask for higher duties. See Proceedings of Iron Convention at Pittsburg 
(1849), p. 9; Proceedings of Convention at Albany, pp. 27, 42. They certainly 
had a legitimate subject for complaint in the operation of the ad valorem duty, 
in that it tended to exaggerate the fluctuations of prices. When prices abroad 
were high, the duty was high; when prices abroad were low, the duty was 
low. Consequently, the price of foreign iron in the United States, which is the 
sum of the foreign price and the duty, fluctuated more widely than the foreign 
price alone. This was certainly an evil, especially with an article whose price 
was liable under any conditions to vary so much as the price of iron. See the 
table, p. 325. 
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elements changed greatly. The production of anthracite 
iron rose steadily: that of charcoal iron fell as steadily. 
The first anthracite furnace was built in 1840. In 1844 
there were said to be twenty furnaces, making 65,000 tons 
annually.* Thence the production rose with hardly an 
interruption, being 


ee ®, + 6 OS - 65, tons. 
* 1846,t. . 110,000“ * 
~. mao * 
** 1854, - 808,000 net ‘ 
** 1855, . . 48,000 “ 
** 1856, . 394,000 “* 


As the anthracite iron production increased, that of char- 
coal iron decreased. Under the tariff act of 1842, a 
large number of new charcoal furnaces had been put up.f 
Many of these had to be given up under the combined 
competition of anthracite and of English iron. Some 
maintained themselves by using coke and raw bituminous 
coal, in those parts of the country where bituminous coal 
was to be had;§ others disappeared. That some of them, 


*See a Letter of the Philadelphia Coal and Iron Trade to the Committee on 
Finance (pamphlet, Philadelphia, 1844). 

t The figure for 1846 is that given in Taylor, Statistics of Coal, p. 133. 
Swank gives the figure for 1846 as 123,000 (gross?) tons; Iron in All Ages, 
p. 274. The figures for 1849-56 are from Lesley, Iron Manufacturers’ Guide 
(1859), pp. 751, 752. Those given by Grosvenor, Does Protection protect? p. 225, 
vary somewhat; but the differences are not great. 

t See the figures in Grosvenor, p. 215. There were built in 1843 9 charcoal 
furnaces; in 1844, 23; in 1845, 35; in 1846, 44; in 1847, 34; in 1848, 28; in 
1849, 14. 

§ The use of coke began in the United States about 1850, but was of little 
importance until after 1856. The use of raw bituminous coal was introduced 
about 1850 in the Shenango and Mahoning valleys (on the border between 
Pennsylvania and Ohio), where there is suitable coal. Swank, Iron in All Ages, 
pp. 281-284, In the Report of the American Iron and Steel Association for 1876 
(prepared by Swank), the following figures are given of the production of iron 
with the various kinds of fuel. I have selected a few typical years : — 
Anthracite Charcoal Bituminous coal 

iron. iron. 


Year. andcokeiron. Total. 
1854 334,000 342,000 55, 736,000 
1856 443,000 370,000 70,000 883,000 
1858 362,000 285,000 000 705,000 
1860 519,000 278,000 122,000 919,000 


The figures here denote net tons. The figures of production of the table on 
p. 381 denote gross tons, wh an app t discrepancy 
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at least, should disappear, was inevitable. Charcoal iron 
for general use was a thing of the past; and the effect of 
the tariff of 1842 was to call into existence a number of 
furnaces which used antiquated methods, and before long 
must have been displaced in any event by anthracite fur- 
naces. 

The use of anthracite not only stimulated the produc- 
tion of pig iron, but also that of rolled iron and railroad 
bars. Anthracite was first used in puddling and reheat- 
ing in 1844 and 1845,* and thenceforward rolled iron was 
made regularly in large quantities. In 1856, the produc- 
tion of rolled iron was nearly 500,000 tons.t Iron rails 
first began to be made while the tariff act of 1842 was in 
force, though the steps towards making them were taken 
even before that act put an end to the free admission of 
English rails.{ With the decline in railroad building and 
the general fall in iron prices, which took place in 1849, 
many of the rail mills stopped work. But the business 
revived with the general prosperity which set in early in 
the decade, and the production of rails steadily increased 
until 1856. Under the influence of the crisis of 1857, it 
fell, but soon rose again, and in 1860 was more than 200,- 
000 tons.§ 

To sum up: The high duty on iron in its various forms 
between 1832 and 1841, and again in 1842-46, impeded 
importation, retarded for the United States that cheapen- 
ing of iron which has been one of the most important 


*Speech of A. S. Hewitt, in Proceedings of Iron Convention at Albany 
(1849), p. 54. 

t Lesley, Iron Manufacturers’ Guide, p. 761. 

See a pamphlet, Observations on the Expediency of Repealing the Act by 
which Railroad Iron is released from Duty, 1842. It gives an account of large 
rolling mills then being erected at Danville, Pennsylvania. 

§See the figures given in Report of Iron and Steel Association for 1876, 
p. 165. The production of rails is there stated to have been : — 
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factors in the march of improvement in this century, 
and maintained in existence costly charcoal furnaces long 
after that method had ceased in Great Britain to be in 
general use. The first step towards a vigorous and 
healthy growth of the iron industry was in the use of 
anthracite in 1840. That step, so far from being pro- 
moted by the high duties, was taken in a time when duties 
were on the point of being reduced to the 20 per cent. 
level. Hardly had it been taken, when the high duties of 
the tariff act of 1842 brought about (not indeed alone, 
but in conjunction with other causes) a temporary return 
to the old charcoal process. A number of new charcoal 
furnaces were built, unsuited to the industry of the time 
and certain to succumb before long. Under the lower 
duties from 1846 to 1860, the charcoal production gradu- 
ally became a less and less important part of the iron 
industry, and before the end of the period had been re- 
stricted to those limits within which it could find a perma- 
nent market for the special qualities of its iron.* On the 
other hand, the lower duties did not prevent a steady 
growth in the making of anthracite iron; while the pro- 
duction of railroad iron and of rolled iron in general, also 
made possible by the use of anthracite, showed a similar 
steady progress. There is no reason to doubt that, had 
there been no duty at all, there would yet have been a 
large production of anthracite pig and rolled iron. Mean- 
while, the country was rapidly developing, and needed 
much iron. The low duties permitted a large importation 
of foreign iron, in addition to a large domestic production, 
The comparative cheapness and abundance of so impor- 
tant an industrial agent could not have operated other- 
wise than to promote material prosperity. 


*Charcoal iron has qualities which cause a certain quantity of it to be in 
demand under any circumstances. Since it settled down, about 1860, to its 
normal place as a supplement to coal-made iron, the product has steadily 
increased with the growing needs of the country. In the years 1863-65, the 
annual product was about 240,000 tons. In 1886, it was 460,000 tons. 
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We turn now to another industry,— the manufacture of 
cotton goods, by far the largest and most important branch 
of the textile industry. Here we are met at the outset by 
the fact that, at the beginning of the period which we are 
considering, the cotton manufacture was in the main inde- 
pendent of protection, and not likely to be much affected, 
favorably or unfavorably, by changes in duties. Probably 
as early as 1824, and almost certainly by 1832, the indus- 
try had reached a firm position, in which it was able to 
meet foreign competition on equal terms.* Mr. Nathan 
Appleton, who was a large owner of cotton factory stocks, 
and certainly a good judge, and who was also one of the 
ablest and most prominent advocates of protective duties, 
said in 1838 that at that date coarse cottons could not 
have been imported from England if there had been no 
duty at all, and that even on many grades of finer goods 
competition was little to be feared. In regard to prints, the 
American goods were, quality for quality, as cheap as the 
English, but might be supplanted, in the absence of duties, 
by the poorer and nominally cheaper English goods,— an 
argument, often heard in our own day, which obviously 
puts the protective system on the ground of regulating 
the quality of goods for consumers. The general situation 
of the cotton manufacture, as described by Appleton, was 
one in which duties had ceased to be a factor of much 
importance in its development.t 

During the extraordinary fluctuations of industry and 
the gradual reduction of duties which ensued under the 
compromise tariff of 1833, the cotton manufacture was 
profitable and expanded, or encountered depression and 
loss, in sympathy with the industry of the country at 
large, being influenced chiefly by the expansion of credit 
and the rise of prices before 1837 and 1889, and the crisis 


* See the present writer’s easay on Protection to Young Industries, Part III., 
where an account is given of the history of the cotton manufacture up to 1824. 
tSee Appleton’s speech on the Verplanck bill of 1833, Congressional 
Debates, ix. pp. 1216, 1217. Compare his remarks in the same volume at p. 1579. 
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and liquidation that followed those years. Notwithstanding 
the impending reductions of duty under the Compromise 
Act, large investments were made in the business in the 
earlier part of the period. Thus, in 1835-36, the Amoskeag 
Company began on a large scale its operations in Manches- 
ter, New Hampshire.* The depression at the close of the 
decade checked growth for a while, but did not prevent 
new investments from being made even before the passage 
of the act of 1842 settled the tariff uncertainty.t The 
best informed judges said that the causes of increase or 
decrease of profit had been, as one might expect, the same 
as those that produced fluctuations in other branches of 
business; and they made no mention of duties or of 
tariff.t Appleton’s account of the stage reached by the 
industry finds confirmation in a careful volume on the 
cotton manufacture in the United States, published in 
1840 by Robert Montgomery. This writer’s general con- 
clusions are much the same as those which competent 
observers reach for our own time. Money wages were 
about twice as high in the United States, but the prod- 
uct per spindle and per loom was considerably greater. 
The cotton in his time was not so well mixed, not so 
thoroughly cleaned, not so well carded in the United 
States as in England; but, on the other hand, the Amer- 
icans were superior in ordinary power-loom weaving, as 
well as in warping and dressing. Elaborate tables are 


* Potter, History of Manchester, p. 552. The Stark Mills were built in 1838, 
the second Stark Mills in 1839. 

tEarl, History of Fall River, pp. 35-37. ‘‘ From the panic of 1837, which 
affected every business centre in the country, Fall River seems to have speedily 
recovered, since within a few years from that date nearly every mill in the 
place was enlarged, though only one new one was built.’’ Ibid., p. 53. 

tSee the answers to circulars sent out in 1845 by Secretary Walker from 
T. G. Cary, treasurer of a Lowell mill, and from Samuel Batchelder. The 
latter, our most trustworthy informant on the early history of the cotton 
manufacture, writes that ‘‘the i and d of profit from 1831 to 
1844 have conformed very nearly to the general prosperity of the country.’’ 
The circulars and answers are printed in the appendices to Walker’s Report, 
Exec. Doc., 1845-46, vol. ii., No. 6, pp. 215, 216, 313. 
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given of the expenses per unit of product in both coun- 
tries, the final result of which, when all things were con- 
sidered, showed a difference of three per cent. in favor of 
the American manufactures. Calculations of this kind, 
which are common enough in discussions of protective 
duties, are apt to express inadequately the multiplicity of 
circumstances which affect concrete industry; yet they 
may gauge with fair accuracy the general conditions, and 
in this case were made intelligently and without bias. It 
is worth noting that Montgomery attributes the success 
of the Americans in exporting cottons to greater honesty 
in manufacturing and to the superior quality of their 
goods.* 

During the years following the passage of the act 
of 1842, by which the duties on cottons were increased 
largely, the manufacturers made high profits. In Secre- 
tary Walker’s Report, and in other attacks on protective 
duties, much was made of this circumstance, the high 
profits being ascribed to the new duties. The protec- 
tionists denied the connection, and a lively controversy 
ensued.f The truth seems to be that the case was not 
different from that usually presented in economic phe- 
nomena,— several causes combined to produce a single 
general effect. The high duties very likely served, in 


*See Montgomery’s Cotton Manufacture, pp. 29, 38, 82, 86,91, 101. The 
tables of expenses are on pp. 124, 125; the remarks on quality of goods, on 
pp. 130, 194; on wages and product, on pp. 118-121, 123. Montgomery was 
superintendent of the York Factories at Saco, Maine, of which Samuel Batch- 
elder was treasurer. Allusions to Montgomery’s book, and confirmation of 
some of his conclusions, may be found in Batchelder’s Early Progress of the 
Cotton Manufacture, pp. 88 and following. 

At a convention in favor of protection, held in New York in 1842, commit- 
tees were appointed on various industries. The committee on cottons reported 
a recommendation to Congress of minimum duties on plain and printed goods, 
but added that these duties were ‘‘ more than is necessary for much the largest 
part of the cotton goods,” and that ‘“‘ most of the printed calicoes are now 
offered to the consumer at lower prices than they could be imported under 
a tariff for revenue only.’’ 

tSee T. G. Cary, Results of Manufactures at Lowell, Boston, 1845; N. 
Appleton, Review of Secretary Walker’s Report, 1846; and the speeches of 
Rockwell, Congr. Globe, 1845-46, pp. 1034-1037, and Winthrop, ibid., Appendix, 
p. 969. 
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part, to enable a general advance of profits to be main- 
tained for several years. But there was also an increased 
export to China, which proved highly profitable. More- 
over, the price of raw cotton was low in these years, lag- 
ging behind the advance in the price of cotton goods; 
and, as long as this lasted, the manufacturers made large 
gains. The fact that prosperity was shared by the cotton 
manufacturers in England shows that other causes than 
the new tariff must have been at work. 

On the other hand, when the act of 1846 was passed, 
the protectionists predicted disaster;* but disaster came 
not, either for the country at large or for the cotton in- 
dustry. Throughout the period from 1846 to 1860 the 
manufacture of cottons grew steadily, affected by the gen- 
eral conditions of trade, but little influenced by the lower 
duties. Exact figures indicating its fortunes are not to be 
had, yet we have enough information to enable us to judge 
of the general trend of events. The number of spindles 
in use gives the best indication of the growth of cotton 
manufacturing. We have no trustworthy figures as to 
the number of spindles in the whole country; but we 
have 4igures, collected by a competent and well-informed 
writer, in regard to Massachusetts. That State has always 
been the chief seat of the cotton manufacture, and its 
progress there doubtless indicates what took place in the 
country at large. The number of spindles in Massachu- 
setts, which was, in round numbers, 340,000 in 1831, had 
nearly doubled in 1840, was over 800,000 in 1845, and 
was over 1,600,000 in 1860, having again nearly doubled 
during the period of low duties.t The same signs of 
growth and prosperity are seen in the figures of the 
consumption of raw cotton in the United States, which, 


* Abbott Lawrence predicted in 1846 that “‘all this [a general crash] will 
take place in the space of eighteen months from the time this experimental 
bill goes into operation ; not a specie-paying bank doing business will be found 
in the United States.”” Letters to Rives, p.12. Appleton made a similar pre- 
diction in his Review of Walker’s Report, p. 28. 
+The following figures are given by Samuel Batchelder in a Report to the 
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compiled independently, reach the same general result. 
Between the first half of the decade 1840-50, and the 
second half of the decade 1850-60, the quantity of raw 
cotton used in the mills of the United States about 
doubled. The annual consumption, which had been 
about 150,000 bales in 1880, rose to an average of more 
than 800,000 bales in the early years of the next decade, 
and again to one of more than 600,000 bales in the years 
1850-54. In the five years immediately preceding the 
civil war, the average annual consumption was about 
800,000 bales. During these years the consumption of 
cotton in Great Britain seems to have increased at very 
nearly the same rate.* Such figures indicate that the 
cotton manufacture was advancing rapidly and steadily. 
Another sign of its firm position is the steady increase 
during the same period in the exports of cotton goods, 
chiefly to China and the East. The value of the cotton 
goods exported averaged but little over $3,000,000 annu- 
ally between 1838 and 18438, rose to over $4,000,000 
between 1844 and 1849, was nearly $7,000,000 a year 
between 1851 and 1856, was over $8,000,000 in 1859, and 
almost touched $11,000,000 in 1860. An industry which 
regularly exports a large part of its products can hardly 
be stimulated to any considerable extent by protective 


Boston Board of Trade, made in 1860 (published separately ; the essential parts 
printed also in Hunt’s Merchants’ Magazine, xlv. p. 14) : — 
S ieee in Massachusetts : — 


“1600, 2. 2 2 we oo 624,500 (other sources make it 665,000) 
7 1845, . 2 ew ew ee : Sen'ooo 
“ 1855, ; : ; : 2 2 1,519,500 
1860, . . we oo 1,688,500 


For New England, and the United States as a whole, Batchelder gives the 
following figures, taken from De Bow, for the years 1840 and 1850. They are 
not entirely trustworthy, but may be accepted as roughly accurate. We add 


the census figures for 1860 : — 
ad _ Ween 


New lan United States. 
MM, ww we ee 1,597,000, ...... 2,112,000 
, ee 2,761,000, . . «© «© «© « 3,634, 
18600, . .. 2... 3,859,000, . . . 2. se 5,236,000 


*The reader is referred to the Appendix to this number, for tables of 
the consumption of cotton and of the exports of cotton goods. 
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duties. No doubt, the absence of high duties had an 
effect on the range of the industry. It was confined 
mainly to the production of plain, cheap, staple cotton 
cloths, and was not extended to the making of finer and 
“fancy” goods. But, even under the high protective 
duties of the last twenty-five years, the bulk of the 
product has continued to be of the first mentioned kind, 
and cottons of that grade have been sold, quality for 
quality, at prices not above those of foreign goods; while 
comparatively little progress has been made in the manu- 
facture of the finer grades.* 

The situation of the woollen manufacture differs in some 
important respects from that of the cotton manufacture, 
most noticeably in that it is less favorable as regards the 
supply of raw material. The maker of cotton goods is 
sure of securing at home cotton of the best quality at a 
price below that which his foreign rival must pay. But 
many qualities of wool cannot be produced to advantage 
in the United States; while others cannot be grown at all, 
or at least, notwithstanding very heavy protective duties, 
have not been grown in fact. Moreover, the raw material, 


* Batchelder, who was a decided advocate of protection, wrote in 1861 a 
series of articles for the Boston Commercial Advertiser, in which, after compar- 
ing the prices and qualities of English and American shirtings, he said: ‘‘ The 
inquiry may then be made, What occasion is there for a protective duty? The 
answer is: There would be none in the ordinary course of business. But there 
are sometimes occasions when . . . there has been a great accumulation of goods 
in the hands of manufacturers abroad, so that, if crowded on their market, it 
would depress the price of the usual supply of their customers at home. On 
such occasions, our warehouse system affords the opportunity, at little expense, 
to send the goods here, where they may be ready to be thrown on the market 
to be sold,” ete. 

In Ellison’s Handbook of the Cotton Trade (1858), it is said, at p. 29: ‘It is 
believed that, had it not been for the free-trade policy of Great Britain, the 
manufacturing system of America would at the present time have been much 
more extensive than it is; but the spinners and manufacturers of Lancashire 
can as yet successfully compete with those of Lowell, though for how long 
a time remains to be seen, for the latter are yearly gaining experience and 
improving their machinery, so that before long they will be able to compete 
with the old country, more especially should the executive [sic] abolish the 
present protective system adopted with respect to the import of cotton manu- 
factures.”’ 
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when obtained, is neither so uniform in quality nor so 
well adapted to treatment by machinery as is the fibre 
of cotton. Wool is of the most diverse quality, varying 

from a fine silk-like fibre to a coarse hairy one. A process 

of careful sorting by hand must therefore be gone through 

before manufacture can begin. In some branches of the 

industry, the qualities of the fibre, and those of the goods 
which are to be made from it, call for more of manual 
labor, and admit in less degree of the use of machinery, 
than is the case with cottons; and it is a familiar fact, 
though one of which the true meaning has not often been 
grasped, that a need of resorting to direct manual labor 
in large proportion and a difficulty in substituting machin- 
ery, constitute, under conditions of freedom, an obstacle 
to the profitable prosecution of an industry in the United 
States.* But, on the other hand, certain qualities of wool 
are grown to advantage in the climate of this country and 
under its industrial conditions, especially strong merino 
wools of good though not fine grade, of comparatively 
short staple, adapted for the making of flannels, blankets, 
and substantial cloths. At the same time, machinery can 
be applied to making these fabrics with less difficulty than 
to the manufacture of some finer goods. 

Our information in regard to the history of the woollen 
manufacture is even more defective than that on iron i 
and cottons. For the period between 1830 and 1840, we 
have no information that is worth anything. In 1840, 
the industry was confined to making satinets (a substan- 
tial, inexpensive cloth, not of fine quality), broadcloths, 
flannels, and blankets.t The tariff act of 1842 imposed 
on woollen goods a duty of 40 per cent., and on wool one 
of three cents a pound plus 30 per cent. on the value. 

It is said that during the four years in which these 
































*I reserve for another occasion a full discussion of this interesting and 
important phase of the international trade of the United States. 

tSee a passage quoted from Wade’s Fibre and Fabric in the Bureau of 
Statistics Report on Wool and Manufactures of Wool, 1887, p. xlvii. 
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rates were in force a stimulus was given to the making of 
finer qualities of broadcloths, the development being aided 
by evasions of the ad valorem duty on wool.* The act, 
however, did not remain in force long enough to make it 
clear what would have been its permanent effect on the 
woollen manufacture. Whatever may have been the start 
made in these few years in making finer woollens, this 
branch of the industry, as is generally admitted, well-nigh 
disappeared under the duties of 1846. The act of that 
year imposed a duty of 80 per cent. on woollen goods in 
general; but flannels and worsteds were admitted at 25 
per cent., and blankets at 20 per cent. On wool, also, the 
duty was 80 per cent. Under this arrangement of duties, 
— whether or not in consequence of it,—no develop- 
ment took place in those branches of the manufacture 
which needed wool that was subject to the 80 per cent. 


duty. The finest grades of woollens were not made at , 


all. But the manufacture of cloths of ordinary quality 
(so-called cassimeres and similar goods), and that of blan- 
kets and flannels, continued to show a regular growth. 
The census figures are not of much value as accurate sta- 
tistics, but there seems no reason for doubting that they 
prove a steady advance in the woollen manufacture as 
a whole.t The growth was confined mainly to those 
branches which used domestic wool; but within these 
there was not only increase, but development. The 
methods of manufacture were improved, better machinery 
was introduced, and new kinds of goods were made.f¢ It 


*Grosvenor, Does Protection protect? p. 147; Introduction to the volume 
of the Census of 1860 on Manufactures, p. xxxiii. 
t The census figures on the woollen manufacture are : — 
Capital Valueof Product Hands 


vn million dollars). a 
1840, 5.7 20. 1,342 
1850, 28 1 43.5 34,895 
1860, 30.8 61.9 41,360 


The figures for 1850 are exclusive of those relating to blankets; for 1860, 
are exclusive of those relating to worsteds. 

t‘* Eighteen hundred and fifty saw the success of the Crompton loom at 
Lowell and Lawrence, on which were made a full line of Scotch plaids in all 





| 
















































342 QUARTERLY JOURNAL OF ECONOMICS 





is a striking fact that the very high protective duties 
which were imposed during the Civil War, and were 
increased after its close, have not brought the manufact- 
ure of woollen goods proper to a stage substantially differ- 
ent from that which had been attained before 1860. The 
description of the industry which the spokesman of the 
Association of Wool Manufacturers gave in 1884 is, in the 
main, applicable to its state in 1860. “The woollen man- 
ufacture of this country ...is almost wholly absorbed in 
production for the masses. Nine-tenths of our card-wool 
fabrics are made directly for the ready-made clothing 
establishments, by means of which most of the laboring 
people and all the boys are supplied with woollen gar- 
ments. The manufacture of flannels, blankets, and ordi- 
nary knit goods—pure necessaries of life — occupies 
most of the other mills engaged in working up carded 
wool.” * 

Some outlying branches of the woollen manufacture, 
however, showed a striking advance during the period we 
are considering. The most noteworthy of these is the 
carpet manufacture, which received a great impetus from 


their beautiful colorings, as well as star twills, half-diamonds. . . . Up to that 
time, fancy cassimeres had been made largely through the Blackstone Valley 
(in Rhode Island) on the Crompton and Tappet looms, as made by William 
Crompton. As early as 1846, the Jacquard was used at Woonsocket and 
Blackstone. From 1850 to 1860, fancy cassimeres made a rapid advance, and 
the styles ran to extremes far more than they have ever since.”” Wade's Fibre 
and Fabric, as quoted above, p. xlviii. 

According to the official Statistical Information relating to Certain Branches 
o&f Industry in Massachusetts, 1855, at pp. 573-575, woollen goods were made 
in 1855 in that State as follows : — 






and blankets tothe valueof. ... . 8,126,000 
yarnstothevalueof. ......-. 386,000 

*Mr. John L. Hayes, in the Bulletin of the Association of Wool Manufact- 
urers, xiv. p. 116. Mr. Hayes also states the woollen manufacture to be 
“capable of producing commodities of the highest luxury,— rich carpets, fine 
upholsteries, and superfine broadcloths ’’ ; but his description of other branches 
of the industry is similar to that quoted in the text on card-wool goods. ‘‘ The 
dress goods manufactured are fabricates almost exclusively for the million, the 
women of the exclusive and fashionable classes supplying themselves mainly 
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the application of newly invented machinery. The power 
loom for weaving ingrain carpets was invented in 1841 by 
Mr. E. B. Bigelow, and the more complicated loom for 
weaving Brussels carpets was first perfected by the same 
inventive genius in 1848.* The new machinery at once 
put the manufacture of carpets on a firm basis; and, in 
its most important branches, the manufacture of ingrain 
and Brussels carpets, it became independent of aid from 
protective duties. A similar development took place in 
the manufacture of woollen hose. The knitting frame 
had been invented in England as early as the sixteenth 
century, but had been worked only by hand. It was first 
adapted to machinery in the United States in 1831, and 
was first worked by machinery at Cohoes in New York in 
1832. Other inventions followed; and a prosperous in- 
dustry developed, which supplied the entire domestic 
market, and was independent of protective duties.t On 
the other hand, hardly more than a beginning was made 
before the Civil War in the manufacture of worsted goods. 
In 1860 there were no more than three considerable 
factories engaged in making worsteds, and the imports 
largely exceeded the domestic product.{ Some explana- 
tion of this state of things may be found in the compara- 
tively low duty of 25 per cent. which worsteds paid under 
the tariff of 1846. Something was also due to the fact 
that the worsted industry in England not only was long 
established, but was steadily improving its methods and 


through French importations. The vast carpet manufacture of Philadelphia, 
larger than in any city of Europe, has its chief occupation in furnishing carpets 
for the more modest houses.”’ 

* See the sketch of Mr. Bigelow’s career, up to 1854, in Hunt’s Merchants’ 
Magazine, xxx. pp. 162-176. 

tSee the account of the history of the manufacture of knit goods in the 
Census of 1860, volume on Manufactures, pp. xxxix-xlv. Compare the brief 
sketch by John L. Hayes in his address on Protection a Boon to Consumers 
(Boston, 1867), pp. 9-11. No attempt had been made before 1860, in the 
United States or elsewhere, to make knit goods of cotton. 

tSee the Introduction to the volume on Manufactures, Census of 1860, 
pp. xxxvi-xxxix. 
From the figures of production in the Census of 1860, and from those of 
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machinery. But the most important cause, doubtless, 
was the duty of 80 per cent. on the long staple comb- 
ing wool, which then was needed for making worsted 
goods, and which physical causes have prevented from 
being grown to any large extent in the United States. 

The greatest difference between the woollen industry 
as it stands to-day and as it stood before 1860 is in 
the large worsted manufacture of the present, which has 
grown up almost entirely since the wool and woollens act 
of 1867. The high duties undoubtedly have been a cause 
of this development, or at least were so in the beginning ; 
but a further and important cause has been the great 
improvement in combing machinery, which has rendered 
it possible to make so-called worsted goods from almost 
any grade of wool, and has largely done away the dis- 
tinction between woollen and worsted goods. The re- 
sult has been that the worsted makers, as well as the 
makers of woollens, have been able to use domestic wool ; 
and it is in the production of goods made of such wool 
that the greatest growth of recent years has taken place. 

The tariff act of 1857 reduced the duty on woollens to 
24 per cent., but much more than made up for this by 
admitting wool practically free of duty. Wool costing 
less than twenty cents at the place of exportation was 
admitted free, which amounted in effect to the exemption 
of almost all wool from duty. Moreover, dyestuffs and 
other materials were admitted free or at low rates. The 
free admission of wool from Canada, under the reciprocity 
treaty of 1854, had already been in force for three years.* 


imports in the Report on Commerce and Navigation for the fiscal year 1859-60, 
we have the materials for a parison of the d tic and the foreign supply 


of the most important kinds of woollen goods. The figures are : — 
Production, Imports, 
1860. 1859-60. 





Woollens generally (including flannels, but not blankets, 


Geawis, OP YOIMS),. 2 sw wt ttt th th ttt $43,500,000 $13,350,000 
MES 3, 5 oe gi heute a oP ee a 7,860,000 — 2,200,000 
Es do an ae 6 eco ea. 6 3,700,000 12,300,000 


* Large quantities of combing wool were imported from Canada under the 
reciprocity treaty, and were used in making worsteds and carpets. In 1866, 
when the treaty was terminated, and high duties had been imposed on wool in 
































THE TARIFF, 1830-1860 345 


As might have been expected, these changes served to 
stimulate the industry ; and it grew and prospered during 
the years immediately preceding the Civil War. A remis- 
sion of duty on materials obviously operates mainly to the 
advantage of producers and middle-men in the first in- 
stance, and brings benefit to consumers only by a process 
more or less gradual. The experiment of free wool, 
with a moderate duty on woollens, was not tried long 
enough to make certain what would be its final results. 
But it seems to have had little, if any, effect on the prices 
of domestic wool;* it gave a distinct stimulus to the 
woollen manufacture; and it must have tended at the 
least to cheapen for the consumer goods made in whole 
or in part of foreign wool. 

It would be possible to extend this inquiry farther,t 
but enough has been said for the present purpose. In the 
main, the change in duties has had much less effect on 
the protected industries than is generally supposed. Their 
growth has been steady and continuous, and seems to 
have been little stimulated by the high duties of 1842, 
and little checked by the more moderate duties of 1846 


general, the manufacturers pleaded hard for the continued free admission of 
Canada wool, though they were active in securing the general high duties 
of 1867 on wool and woollens. But they did not succeed in getting the Canada 
wools free. See the Statement of Facts relative to Canada Wools and the Manu- 
facture of Worsteds, made by the National Association of Wool Manufacturers, 
Boston, 1866. 

*The price per pound of medium wool, arranged from quarterly quota- 
tions, was : — 


cts. cta. 
In 1852, . . . . 38} In100%, ...-« @& 
“We, . 2. - - BS “1008, «0 « & 
CM. «ss CW 2 ss 
“1G, ...- BS “ 1860, 474 
“1006, .... & 


The prices of other grades moved similarly. The panic of 1857 caused a 
fall in 1858, but in the following year the old level was recovered. The figures 
are based on the tables of wool prices in the Bureau of Statistics Report on 
Wool and Manufactures of Wool, 1887, p. 109. The movement of wool prices 
abroad during these years seems to have been about the same. 

t In the Introduction to the volume on Manufactures of the Census of 1860, 
to which reference has been made before, there is a useful sketch of the history 
of various branches of manufacture up to that date. 
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and 1857. Probably the duties of the last-mentioned 
years, while on their face protective duties, did not have 
in any important degree the effect of stimulating indus- 
tries that could not have maintained themselves under 
freedom of trade. They did not operate as strictly pro- 
tective duties, and did not bring that extra tax on con- 
sumers which is the peculiar effect of protective duties. 
The only industry which presents a marked exception to 
these general conditions is the manufacture of the cruder 
forms of iron. In that industry, the conditions of pro- 
duction in the eastern part of the United States were 
such that the protective duties of 1842 caused a return to 
old processes, and an enhanced price to the country with- 
out a corresponding gain to producers. Even under the 
rates of 1846 and after the use of anthracite coal, the 
same effect can be seen, though in less degree. 

The present situation is not so different as is generally 
supposed from that which existed before 1860. The man- 
ufacture of crude iron in the eastern part of the United 
States now presents in some degree a case of the effect of 
a pure protective duty. But at present, as before 1860, 
the great textile manufactures are not dependent in any 
considerable degree on protective duties; and the produc- 
tion of crude iron would not be more likely now than 
then to disappear entirely under moderate duties. No 
doubt, the growth of manufacturing industries has been 
greatly stimulated by the high duties which have been 
maintained since the civil war, and in some cases stimu- 
lated beyond the point at which they could maintain 
themselves without some degree of protection. But ex- 
perience under the more moderate duties of the earlier 
period indicates that a steady growth would have taken 
place in any event. Some branches of manufactures may 
be dependent on the present high duties, but the bulk of 
them probably would have reached something like their 
present position under a much more moderate system. 
F. W. Taussie. 
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Mr. Worrurneton C. Forp has printed, from the Jefferson 
papers deposited with the Department of State at Washing- 
ton, a Report of the Committee of Lords of the Privy Coun- 
cil on the Trade of Great Britain and the United States. 
The document, which is dated 1791, and was prepared for use 
in the negotiations for regulating the intercourse between the 
two countries, contains much interesting and valuable matter 
on our early economic history. Mr. Ford has appended to it 
the bills introduced in Parliament in 1783 for regulating the 
trade with the United States. 

A great mass of unpublished material of this kind is con-, 
tained in the Jefferson and Hamilton papers. Among the 
Hamilton papers, for example, is the correspondence on 
which Hamilton based his Report on Manufactures. Secre- 
tary Bayard has approved the project of publishing these 
documents, under the editorship of Mr. Ford. It remains to 
be seen whether Congress will make the necessary appropria- 
tions. 


A FURTHER development of the system of compulsory insur- 
ance has taken place in the passage, on December 28, 1887, 
of an Austrian act for insurance against accident. The Aus- 
trian legislation, while following in its main lines that of 
Germany, differs in some respects. The most important dif- 
ference is that the insuring associations are not organized by 
occupations, but by geographical districts. Instead of the 
German Berufsgenossenschaften, associations are to be estab- 
lished, in general, in each of the countries of which Austria is 
made up, and are to be conducted under government superin- 
tendence. Again, the membership is not made up as in Ger- 
many of employers only, but of both employers and employees ; 

















348 QUARTERLY JOURNAL OF ECONOMICS 





and contributions are to be paid by both classes. This seems, 
however, to be more a nominal than a real difference; for 
employees pay only ten per cent. of the contributions, or 
premiums, and their influence in management is not likely to 
be great. Danger tariffs are to be arranged, as in Germany, 
for assessing the contributions in proportion to the varying 
probability of accident in different occupations. The indemni- 
ties follow the German model, and include expenses of cure, 
pensions in case of permanent disability, and, in case of death, 
pensions to the widow, children, or other dependent persons. 
The act applies to workmen in factories, iron-works, mines, to 
those engaged in building operations, and to apprentices. It 
does not affect sailors, railroad men, or public employees. 


Among recent changes in the staffs of the German universi- 
ties, we note that Professor Brentano has accepted a call to 
Vienna, and has resigned his position at Strasburg, the resig- 
nation to take effect April 1. His place at Strasburg is to be 
filled by A. Sartorius von Waltershausen, hitherto professor at 
Ztrich, and known to American students by his writings on 
our social problems. We note also that W. Hasbach, hitherto 
professor extraordinary at Greifswald, is to go to Kénigsberg 
in the same capacity. 


In order to exhibit clearly the extent and nature of the 
accumulation of cash by the Treasury of the United States, 
the following table has been compiled from the monthly state- 
ments, showing in a condensed arrangement the state of the 
Treasury at four dates. It will be seen that, in the last year, 
just about one half of the accumulation of cash caused by the 
surplus of revenue has been added to the government deposits 
in banks. The large increase in the holding of gold is toa 
great extent offset by the diminution in net silver, this being 
cut down by the extended use of silver certificates. In this 
respect then the movement is partly absorption and partly 
substitution of silver for gold in general circulation. 
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The amounts are given in millions and tenths of millions. 









































April 1, | April 1, | Dec. 1, | April 1, 
1886. 1887. 1887. 1888. 
| 
CASH. 
Gold, - - - - |242.2 276.0 [302.7 310.8 
Less Certificates, - - 90.8 94.1 | 90.8 92.0 
— 151.4,—— 181.9|/—— 211.9; 218.8 
| 
Silver, - - - - |177.0 206.4 |219.9 235.4 
Less Certificates,- - | 90.1 131.9 1168.1 191.5 
— 86.9\— 74.5|\——— 51.8)—— 43.9 
U.S. Notes, - - - 42.2 28.3 23.1 33.1 
Less Certificates, - - | 11.9 7.1 6.8 8.9 
— 30.3|\— 21.2;\— 16.3|\—— 24.2 
| 
Trade Dollars, bullion, - 3.9] 6.8 6.6 
Bank Notes, - - - 2) 2 Al 3 
Deposited in Banks, - 13.8} 19.9} 42.4) 61.2 
—_  — — 
Total Net Cash, - 282.6) 301.6} 329.3) 355.0 
par: m | 
LIABILITIES. | 
Matured Debt and Int., - 17.3) 34.9 13.5 14.1 
Reserve for U.S. Notes, - 100.0 100.0 100.0 100.0 
5% Bank Redemp’n Fund, 10.7 8.9} 7.9 7.5 
Held to Red. Bank Notes, 49.5 96.9) 98.4 91.7 
Post-office Account, - 3.8 5.1} 3.4 4.5 
I prow wy te ei 20.3 27.9) 44.0 27.0 
Assets of Failed Banks, - 5 9) 1.6 2.3 
Treas. Drafts Outstanding, 3.6 4.2) 4.6 2.8 
Sundries, Se 5 9) 6 a 
— | — —_— 
Total Liabilities, - 206.2 279.7} 274.0 250.6 
FREE CASH,- - - 76.4 21 9 55.3 104.4 








Tue Imperial Insurance Bureau has presented to the Ger- 
man Reichstag its report on the working of the system of 


accident insurance for the year 1886. 


Sixty-two Berufs- 


genossenschaften, or associations of employees for effecting 
insurance, were in existence, and insured, in round numbers, 
8,473,000 workmen employed in 269,000 establishments. 


demnities were paid for nearly 10,000 cases of accident, to the 


In- 
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amount of 1,712,000 marks. The expenses of the Berujsge- 
nossenschaften continue to be large in proportion to their 
insurance payments. The running expenses for 1886 were 
2,324,000 marks, to which must be added 277,000 marks, paid 
for investigating cases of accident, for arbitration, and for pre- 
vention of accidents. 

As has already been noted in these pages, the present sys- 
tem of accident insurance has been criticised on the ground 
that the machinery costs more than its results justify; and 
there certainly seems to be foundation for this objection, when 
it costs a mark and a half to pay every mark of indemnity. 
The system of insurance against sickness, which is managed 
by the public authorities, makes a much better financial show- 
ing. It is possible that the wish to get a larger return for 
the expensive organization of accident insurance led to the 
vote passed on December 17th last, at a general meeting of 
delegates from the Beru/fsgenossenschaften, to the effect that 
it was expedient, as is proposed by the government bill, that 
old age insurance should also be carried on by these associa- 
tions. The vote was 40 to 24, but only 64 out of 95 delegates 
took part in it. 





Tue change which the distribution of English agriculture 
has suffered, under the pressure of altered conditions of the 
market, is clearly shown by a table given in the Agricultural 
Returns of Great Britain for 1887. The average proportion 
of acreage under each kind of crop for every thousand acres 
at three dates is given for Great Britain as follows : — 


1867. 1877. 1887. 
Acres. Acres. Acres. 

Wham, sec we ev ece 189 176 137 
Gate, «we ee eee 155 153 182 
Othercorn,....+.-s 178 183 162 
Green crops,. . . +. + «+ 197 200 204 
Clover and grass,. .... 224 250 282 
Sundries,.....++-. 5 4 4 
Fallow, . 2. se eeces 52 34 29 
Totalofarableland, .. . 1,000 1,000 1,000 


The remarkable shrinkage of wheat cultivation and the ex- 
tension of the space given to oats and grass crops are the 





























NOTES AND MEMORANDA 351 


easily recognized results of widened competition for the supply 
of that product which is transported most economically in 
proportion to its value. 

With respect to the effect on the value of the land, an 
important paper was read at the meeting of the British Asso- 
ciation in September last by Mr. G. Auldjo Jamieson, of Edin- 
burgh, entitled Recent Jilustrations of the Theory of Rent and 
their Effect on the Value of Land. Speaking from an expe- 
rience of unusual extent, especially as regards Scotch properties, 
Mr. Jamieson says : — 


For a time, when first the fall of value came to be recognized, not as 
an incidental circumstance, but as a permanent economic fact, land was 
virtually unsalable; but again economic forces asserted themselves, 
sellers of land came to recognize the fall, prices of land descended, and 
the inevitable result has begun to follow;...and buyers, who a few 
years ago would never have thought of purchasing land, are now buying, 
and many more begin to think of it. 


As the result of some extensive sales of arable land, Mr. 
Jamieson finds such property worth, at present, about twenty- 
eight years’ purchase, which is to be compared, not with the 
thirty years’ purchase formerly obtained in the same districts, 
but with the thirty-three which the land should command, in 
order to maintain its position relatively to other investments. 
This fall has been attended, it would seem, by a change in the 
character of the demand. “The demand for land as a form of 
investment, though materially reduced in intensity, has decid- 
edly grown in extent.” The strong desire to lay field to field 
has weakened, and “no small part of the land now being sold 
is being acquired in parcels much smaller than was usual in 
former times.” 


Tue favor with which Mr. Goschen’s measure for the con- 
version of the English 3 per cents. is received marks strongly 
the downward movement of interest on high security. In 
1884, Mr. Childers carried through the Debts Conversion Act 
of that year (47 & 48 Victoria, c. 23), by which holders for 
every £100 of 3s were offered their choice between £102 of 22 
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per cents. and £108 of 24 per cents., the new securities being 
in both cases irredeemable for twenty years. 2} per cents. 
were worth at the time 92} to 93; but Mr. Childers’s offer, 
not supported by any threat of reimbursement, brought in only 
£22,362,596 of 3s, being defeated, it was said, by the influence 
of the bankers, who generally received it with little favor. 

Mr. Goschen is now able to require holders of 3s to choose 
between their capital and a new security, which falls to 2? per 
cent. in April, 1889, to 24 per cent. in April, 1903, and be- 
comes redeemable in April, 1923. The 2} per cents., before 
the measure was introduced, stood at 954, and at 97 after its 
passage in the House of Commons, with a subsequent decline, 
however, of about 1 per cent.; and it is suggested that there 
is now some “searching of heart” among those who impru- 
dently refused Mr. Childers’s offer. 

The Economist of March 17 gives a table showing the im- 
mediate rise of price caused in the soundest class of securities 
by the general belief in the success of Mr. Goschen’s operation. 
A few examples will serve for a comparison with the extreme 
range of prices reached in 1884, under the temporary impres- 
sion produced by the scheme of Mr. Childers : — 


Highest in Jan. 1, March 16, 


1884, 1888. 1888, 
Metropolitan Board of Works 38s, .... . 112 110} 114} 
Liverpool Corporation 33s, . ... +++ -s 105 105} 111} 
Great Northern Debenture 4s, . .....-. 127 125 133 
London & North-western Debenture 4s, . . . 128 128 134 


Midland Debenture 4s, . . . . 2. 2 es es we 127 125 133 
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NOTES AND MEMORANDA 


GOVERNMENT MONOPOLY vs. PRIVATE COMPETITION. 


A year or two ago, the distinguished French publicist, 
M. Léon Say, delivered an address in London before what may 
be termed a Personal Rights Convention, in which he called 

‘ attention to the growing disposition on the part of the inhabi- 
tants of all civilized countries to look to their respective 
governments for the performance of services which, until re- 
cently, would have been left undone unless undertaken as the 
result of individual or corporate energy. The argument ad- 
vanced by M. Say was, in substance, that it was necessary for 
the protection of personal rights, on political no less than upon 
economical grounds, that a stubborn resistance should be made 
to this popular tendency; for, if not arrested, the movement 
threatened to be subversive of individual liberty. 

It is obvious, however, that this demand springs from a 
recognition, born of hard experiences, of the impossibility of 
harmonizing what are believed to be social rights with what 
are now called the old systems of political economy. A relief 
from individual and corporate tyranny and from the abuses of 
private monopoly is sought through the medium of govern- 
ment intervention; and, until some other means can be dis- 
covered and applied for the correction of these evils, it is 
useless to hope that the fast rising tide of public opinion can 
be turned and put upon its ebb. In the absence, therefore, 
of an alternative remedy, it would seem to be much the wiser 
plan to endeavor to control rather than arrest a movement 
which has gained such large proportions, particularly as there 
is no civilized country in which the converse theory of gov- 
ernment non-intervention has been logically carried out. 

The change asked for presents itself, not so much in the 
form of a revolution as of a demand for the enlargement of 
existing functions. Already, it is said, the government does, 
and does tolerably well, many classes of work that might be 
undertaken by private citizens. Why should it not be per- 
mitted to do more of these? 

It would seem to be possible to lay down some general rule, 
which, until some more acceptable formula can be brought 
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forward, would serve to control the demand for government 
interference by fixing a limit upon the classes of work which 
government, either local or national, might reasonably be asked 
to perform The rule proposed would take this form: Gov- 
ernment may be rightly asked to undertake those services for 
the efficient or economical performance of which a monopoly 
is either desirable or necessary; while, contrariwise, govern- 
ment should not interfere in any class of service where the 
best results are secured by means of competition. 

The adoption and application of this test would concede 
more in both directions than might at the first glance be 
supposed. With the town and city governments of this coun- 
try there is no general principle of action. All of these have 
taken upon themselves duties that might and probably would 
be performed, but for their intervention, by private enterprise. 
But these interventions have varied in different localities. 
Thus the municipal government of Philadelphia supplies its 
citizens with gas and water, while in San Francisco both 
water and gas are furnished by private corporations. In New 
York, Boston, Chicago, and other large American cities, water 
is a public and gas a private service. But, apparently, no rule 
has been laid down which would serve to explain why one 
class of work has been undertaken and the other ignored, or, 
as to that matter, why both have not been left to private 
enterprise. But, by applying the formula given above, it is 
easy to understand not only why these duties come within 
the scope of government action, but why it would be possible 
for local governments to enter upon classes of work which 
they have thus far shown little or no disposition to undertake. 
One system of water supply is obviously preferable to two, 
three, or more; for of necessity the mains and pipes laid down 
in the streets have to be large enough to meet extraordinary 
demands, such as those of a great fire, and are thus quite 
adequate to meet ordinary requirements. To duplicate this 
service would not only involve the annoyance of a useless 
opening up of the streets, but would in the end compel the 
consumers of water to pay interest in the water rates upon an 
unnecessary investment of capital. Competition could by no 
possibility cut down these rates to as low a figure as it would 
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be possible to secure by means of a well-managed public mo- 
nopoly, which had no end in view but the earning of a suf- 
ficient income to defray the cost of management and the 
interest upon the debt, if one was incurred in constructing 
the works. The same argument, with due allowances, is 
equally applicable to the proposition that a municipal corpora- 
tion should undertake the work of manufacturing and supply- 
ing its citizens with gas, either for heat or light, although it 
is held by the civic authorities of Paris that it is a better plan 
to permit the creation of a private gas monopoly, under strict 
official supervision, in the profits of which the government is 
a large participant. 

But the plan admits of further extensions. Assuming that 
the expense to the consumers, or users, will be limited to the 
interest upon the investment and the cost of well-regulated 
maintenance, it would be unquestionably cheaper, and hence 
better, to have local governments engage in the work of sup- 
plying from central stations electricity for light and power, 
and steam for heat and power, and even in that of running 
street-cars. This may seem to involve radical enlargements 
of governmental function; but, logically, such increases are 
quite as defensible as not a few of the services that local 
governments are now performing. In the case of these latter, 
it is force of custom, and not variation in function, that makes 
these seem proper and fitting. 

The application of this principle to the State and national 
governments opens up, as might be supposed, a broader field. 
It would clearly justify the national government, either with 
or without the participation of the State governments, in 
taking control of the telegraph and railroad systems of the 
country. Whether or not such participation should be ad- 
mitted is a question which would, if entered into, carry this 
article to too great a length, and, as it does not trench upon 
the general theory, need not now be considered. But it will 
not be denied that if, with an absolute freedom from competi- 
tion, the telegraph and railroad systems of this country were 
carried on so as to afford the people the greatest convenience 
possible in reason, at a cost sufficient to defray the expenses 
of maintenance, and say three per cent. interest upon their 
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present value, the community would obtain from them larger 
benefits than it is now receiving, at a considerable reduction 
in what it now has to pay. 

If a thorough analysis could be made, it would probably be 
found that the people of this country have lost more than they 
have gained in consequence of competition between telegraph 
and railroad lines; and the losses thus far sustained, during 
the period in which we have been supplying ourselves with 
these needed facilities, are small compared with what they 
will be in the future, when competition sets in for a division of 
the profits in those localities where ample facilities already 
exist. 

The results of telegraph competition are so well known that 
they hardly need to be more than mentioned. They have led 
to the absorption of one rival company after another, with 
their parallel and expensive because unnecessary lines, with 
at the same time a large interjection of fictitious capital upon 
which interest has to be earned. But, it may be said, the 
existing competition is likely to be more permanent because 
established upon more solid ground. Yet even assuming this, 
if the rival companies can earn dividends at existing rates, the 
competition is none the less a loss to the community. In the 
struggle to obtain business, two or more offices are opened in 
each city or town where one would amply suffice. Two dis- 
tinct staffs of officers, operators, and line men have to be 
maintained ; while the work of construction and repairs going 
on upon two separate but parallel lines is obviously more 
expensive than if the same number of wires were run and 
maintained under one system of management. If, on the 
other hand, dividends are not earned, then it becomes only a 
question of time when, tacitly or avowedly, some form of con- 
solidation takes place for the establishment of a higher rate of 
tolls. It would seem, therefore, that the best results were to 
be obtained by the creation of a telegraph monopoly. 

With the railway systems the conditions are more complex ; 
but it is equally susceptible of proof that it would be of advan- 
tage to the community if with them competition, in the ordi- 
nary sense of the term, could be prevented. Not to take up 
such flagrant cases of loss to the community as the building of 
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the West Shore and the Nickel Plate roads, where an inevi- 
table consolidation has already been effected, and where, with 
no material increase in facilities, interest has to. be earned 
upon a uselessly invested capital, attention may be turned to 
the ordinary conditions of railroad business,— though paren- 
thetically it may be remarked that experiences similar to those 
just referred to are likely to be of much more frequent occur- 
rence in the future than they have been in the past. It is 
probable that, with increased terminal facilities and a few 
other slight changes, either the New York Central or the 
Pennsylvania Railroads could transport all of the freight and 
passengers that are now carried between the North-eastern 
and the Central-western and North-western States of the 
Union. Indeed, it is not unlikely that in a generation or two 
hence each of these roads will do fully that amount of busi- 
ness. If, at the present time, this business was thus consoli- 
dated, its transaction would manifestly involve a much smaller 
expenditure of money than is required by existing conditions. 

It may be said in reply to this that, in suggesting such ¢ 
method of centralization, no account is taken of local or way 
business, and of the need of giving to those residing at widely 
separated intermediate points ample facilities for transporta- 
tion. Of course, local needs must be considered; but it does 
not follow from this that one after the other these local roads, 
instead of being feeders and sources of supply to certain great 
through systems, should enter into the competition for trans- 
continental business. If we assume that there was not now a 
mile of railroad built in the United States, and that it was the 
intention of a great company or of the national government to 
give to the people the equivalent of the railroad facilities they 
are now enjoying, with the greatest economy in outlay, one 
may be sure that the comprehensive plan thus prepared would 
bear slight resemblance to the existing order of things; and it 
may be added there would be a saving in expense, by the sup- 
pression of useless construction, amounting in the aggregate 
to hundreds, if not thousands, of millions of dollars. 

Now, the point sought to be established is this: that these 
defects of unrestricted competition are likely to be much 
more seriously felt in the future than they have been in the 
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past. Heretofore, east of the Missouri River there has been 
in a great many different localities an indisputable need of 
railroad facilities. In a large degree, these have been sup- 
plied, and the competition of the future will not consist in 
endeavoring to open up an undeveloped territory, but in seek- 
ing, by means of new lines, to take a share of the business of 
railroads that have already established themselves. That is 
to say, numerous variations will be played on the theme in 
accordance with which the West Shore and the Nickel Plate 
Railroads were constructed. 

As to such matters as irregularity in rates, discriminations 
in charges and the like, these, while they are doubtless indi- 
rect defects of subsisting competition, need not here be con- 
sidered, although it is probable that they would be corrected 
if the railroads of this country were made a public monopoly. 
Indeed, there is some danger that the mania for regularity, 
which in the postal system compels equal payments for great 
and small services, would exhibit itself in the management of 
the telegraphs and the railroads, and that we should have to 
complain, not that the charg@ were unjustly irregular, but 
that they were unjustly regular. 

What our national government might succeed in doing with 
the railroads and telegraphs of this country, if it took complete 
control of them, is best shown in the success that has attended 
its management of the postal service. There is no intrinsic 
reason why the duty of carrying and delivering letters and 
papers should not, in this country, have been left to private 
enterprise. Twenty-five years ago, Wells, Fargo & Co. main- 
tained a postal service which extended all over the Pacific 
slope; and, although the postal charges were high, the duty 
which they performed was a valuable one, and was largely 
made use of by the people of the extreme West. The system 
passed into disuse in consequence of the improvements which, 
after the close of the Civil War, the government was able to 
introduce into its postal service. But there has not been a 
year from that time to this that great improvements have not 
been made. The national postal system has nothing to fear 
in any comparison that may be instituted between the rapid- 
ity and extent of its development and the rapidity and extent 
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of the development of the railway and telegraph systems of 
this country. Its growth has been proportionately greater, 
its managers have made vastly larger relative reductions in 
the rates of charges, and have been quite as zealous in seeking 
to introduce new and improved methods as any of the rail- 
road magnates or telegraph kings. If it were not for the 
political opposition of the large express companies, the post- 
office department would make serious inroads into the express 
business of this country. As it is, the little work of this kind 
that it does is carried on with such a degree of economy as to 
make it utterly hopeless for the express companies to think of 
competing with it. Now, it cannot be said that these advan- 
tages have been secured by marked superiority in manage- 
ment. On the contrary, the post-office department has had to 
carry on its work in the face of many obstacles to its efficient 
performance, and often with assistants that few private com- 
panies would employ for such purposes. The gains that it 
has made have been the inevitable results of a public monop- 
oly controlled with a reasonable amount of good judgment. ~ 

It will be said, But it would not be safe to trust the govern- 
ment with such large powers and responsibilities as would be 
obtained by placing in its exclusive charge the control of the 
railroad systems of this country. At this point, the root of the 
whole matter is touched. Perhaps it would not be safe; but 
such an admission does not in any way qualify the force of the 
argument here advanced, which is a definition of the duties 
which government may be rightly asked to perform. A man 
who carries on a mercantile business amounting to tens of 
thousands of dollars a year will do well not to trust wholly to 
his memory, but have his accounts kept by some one who thor- 
oughly understands book-keeping. If, however, the man whom 
he employs is a rascal, the change may be for him a disastrous 
one, and he would have fared better if he had continued his 
old practice of keeping his accounts on his thumb-nails or in 
his head. But his experience could hardly be cited as a proof 
of the folly of systematic book-keeping. So, too, in the ques- 
tion of the powers that may be granted to government: if the 
government is untrustworthy, then the less that it is given to 
do, the better. But the fault clearly lies with the government, 
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and not with the theory here advanced of what its duties 
should be. 

It is probable, however, that, considered from an adminis- 
trative point of view, our government, with all its admitted 
defects, is fairly representative of the people; and, considering 
the magnitude of the works that it undertakes, it performs its 
service with as high a degree of efficiency as would be attained 
by private companies attempting to carry on similar enter- 
prises. Certain classes of work which the national govern- 
ment has taken upon itself to execute have been of an 
exceptionally high order. The signal-service system has a 
deservedly high reputation; the habits and haunts of the 
various species of salt-water fishes have been studied by gov- 
ernment officials with a patience and care that have been pro- 
ductive of great practical results; while the work of our gov- 
ernment geological survey has attracted and won the praise of 
those everywhere who are best qualified to judge of the value 
of such services. It is inherently probable that equal industry, 
honesty, and enterprise would be shown in such new depart- 
ments of work as the government should see fit to take up. 

The second limitation in the general proposition laid down 
above does not need to be explained or argued at great length. 
Where competition is obviously producing better results than 
could be secured by means of monopoly, few would think of 
urging that the government should interfere. But, unfortu- 
nately, it sometimes happens that the advantages thus obtained 
are not plainly to be seen at a glance. The government in- 
directly prevents a desirable competition by adopting a policy 
of industrial protection, and is applauded by millions of its 
citizens for so doing. Of late, it has become one of the cardi- 
nal doctrines of the labor organizations that the contract sys- 
tem in all public works should be prohibited, although the 
experience of private individuals is that in miscellaneous works 
of construction it is cheaper and better to have work done by 
contract than to attempt to do it one’s self. The most suc- 
cessful factories are those where the piece-work plan is an 
established rule, thus permitting a keen and incessant compe- 
tition. But this clause of the proposition, when considered 
abstractly, is not likely to be denied, and hence hardly needs 
further amplification. 
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If public offices are to be considered party spoils, then it 
will hardly be safe to add hundreds of thousands of new office- 
holders to the scores of thousands who are now in existence, 
no matter how desirable in theory such additions might be. 
But if the civil service could be placed upon a reasonably non- 
partisan basis, if permanency in employment could be secured, 
no reasonable objection could be made to a very large augmen- 


tation in the functions of government. 
OssornE Howe8s, JR. 


ELEMENTS OF WAGES. 


The writer, led to consider the subject by perusal of arti- 
cles in the Quarterly Journal of Economics, found the follow- 
ing illustration useful in making clear to him the composition 
of ordinary wages. 

The owner of a field of auriferous sand of uniform quality 
hired four men to dig it for him, paying to each a unifornf 
percentage of the amount dug. 

A, an average man, worked with his hands, scooping out 
the earth in an unintelligent manner, without other aid. The 
portion he received constituted average or normal wages. 

B, an exceptionally large man with huge hands, worked in 
the same fashion, with greater results. His portion would 
then represent normal wages plus an increment due to physi- 
cal superiority, or a rent upon physical ability. 

C, an average man, brought a rude shovel, which, however, 
he used unintelligently like a scoop, but yet by its aid pro- 
duced more than B had done. His portion, then, represents 
normal wages plus an increment due to the use of the shovel, 
or an interest upon capital invested in machinery. 

D, a man of average physique, but of superior mental capac- 
ity, also brings a shovel, and by skilful handling produces the 
greatest results of the four. This represents normal wages 
plus the increment due to the use of the shovel, and plus a 
further increment due to superior mental ability; ¢.¢., normal 
wages, interest, and rent of ability. 

Normal wages is the value of the product of the average 
man’s unassisted labor. 
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Rent of ability expresses the value of the product due to 
superior intellectual or physical ability, and belongs solely to 
the man who possesses it. 

Interest expresses the value of the increase in product due 
to the use of appliances, and clearly belongs to the owner 
of those appliances. But, if the owner is not the user, the 
latter would gain nothing by adopting them; and hence the 
owner is compelled to offer a portion of this interest to him 
as an inducement to use them, so that a portion of the gain 
from using machinery is always an element in ordinary wages. 


C. F. Crenore. 


THE PROPORTION OF WAGES TO OTHER FORMS OF 
INCOME. 


Mr. Edward Atkinson has gained for himself a respectable 
position among economists and a well-deserved reputation as 
an accurate and painstaking statistician. The public are gen- 
erally inclined to accept the results of his statistical investiga- 
tions, without submitting his calculations to any very rigid 
analysis. This faith in Mr. Atkinson has undoubtedly a sound 
basis, so far as it is founded upon a sense of his honesty of pur- 
pose and industry. Among economists, however, especially 
among those who believe that statistical investigation can 
rarely be fruitful of any valuable results except in the hands 
of an investigator well grounded in economic theory, Mr. 
Atkinson’s results will not be so readily. accepted, when his 
very inadequate comprehension of the theories of Malthus and 
Ricardo are called to mind. 

Of late, Mr. Atkinson, along with the rest of the world, has 
been directing his attention to questions of distribution, and 
mainly to what, in this department, is undoubtedly the most 
important statistical fact about which accurate information is 
needed. This fact is the proportion which the laborers’ share 
of the total income of the community bears to the share en- 
joyed by the owners and controllers of land and capital.* 


*This essay has been republished as a part of Mr. Atkinson’s book, The Dis- 
tribution of Products, 1886. 























NOTES AND MEMORANDA 863 


In his essay What makes the Rate of Wages? Mr. At- 
kinson claims— and supposes that he proves statistically — 
that the laborers of America (in which class he includes all 
salaried and professional persons) are now rewarded for their 
personal efforts by receiving 90 per cent. of the aggregate in- 
come of the community.* 

Now, it is evident enough that, if this computation can be 
sustained, not much amelioration of the condition of the labor- 
ing classes can be expected from improvements in distribu- 
tion. The complete success of co-operation, combined with 
the nationalization of the land or of the establishment of an 
ideally perfect system of socialism, would augment laborers’ 
incomes within the limit of 11 per cent., and that only pro- 
vided as much was produced under the new conditions as 
under the old. Such a percentage of gain would be wholly 
insufficient to raise the recipients of wages to any condition 
materially superior to their present one, and it would be at 
the expense of the total annihilation of such part of the world’s 
civilization as depends upon a certain portion of the commu- 
nity possessing incomes sufficing for more than bare material 
comforts. 

While we have no sympathy with the idea that an equal 
distribution of wealth or of income is the only ideally perfect 
distribution, and while we believe, on the contrary, that a con- 
siderable degree of inequality is an absolutely essential con- 
dition of any highly organized and fully developed society, we 
do not think that anything is to be gained by distorting facts 
or by trying to figure out that the well-off absorb, after all, 
such an insignificant part of the total product that it is hardly 
worth an anarchist’s time to despoil them. Figures such as 


*“T am of the profound conviction that not exceeding 10 per cent. can be set 
aside as either rent, interest, profit, or savings,” p. 27. Afterwards, on p. 90 in 
Appendix I., he estimates the “‘ savings of other classes”’ as half this 10 per cent. 
Taken literally, this would seem to imply that this five per cent. of the product 
was saved out of wages. If so, it is a part of and not a proper deduction from 
the sum total of wages. A man’s income is surely not diminished by his saving 
something out of it. This would make 95 per cent. instead of 90 per cent. the 
share of the laborers. It is probable, however, that Mr. Atkinson intends this 5 
per cent. to cover rents, and the other 5 per cent. profits and interest; and that 
he is at fault only in using the word “savings,” where he should have said “ in- 
comes of rent,” though this interpretation conflicts with the quotation we have 
made from p. 27, where he distinguishes these “‘ savings” from “ rent.” 
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Mr. Atkinson’s really deceive no one. That the laboring 
classes receive and consume 95 or even 90 per cent. of the 
total product of the United States is so evidently false as to 
constitute a reductio ad absurdum of the process by which 
such a result is reached. 

We propose, therefore, to examine Mr. Atkinson’s computa- 
tions in his essay, What makes the Rate of Wages? and, giv- 
ing him credit for the care and accuracy which distinguish 
him, we will assume the correctness of his figures, only criti- 
cising the way in which he uses them. 

In Appendix I., p. 91, Mr. Atkinson submits the following 
calculation : — 


Approximate estimate of the value of annual 





product of the census year, << $10,000,000,000 
Domestic farm consumption attested, ae 1,000,000,000 
Commercial product, . . ..... $9,000,000,000 
Estimated profits of capitalists, . . . . . . $450,000,000 
Estimated savings (sic) of other classes, . . . — 450,000,000 900,000,000 
Wages fund, . . $8,100,000,000 
Number of persons quer in all gainful occu- 
pations, in round figures, . . 4 17,400,000 
Deduct soldiers, marines, and oumens mand 
in subordinate positions in the Government 
i sw o ¢ & mh 6 «6 = 6 6 100,000 
CO Se ee 17,300,000 
Administrative ag i.e., mental rather than 
manual, . . 1,100,000 
Working force, i.e., wae earners md peer 
ek - «es 8 + &» = & 0 ‘ 16,200,000 
Average remuneration of the administrative 
$1,000 


force per year, . 
Average wages or earnings -— the working foree 


per year, . $432 


Now, how are these results arrived at? 

First, the total “commercial product” is estimated from 
the census returns,—a difficult matter, as in those returns 
many values are counted twice or more; ée., first as raw 
materials and then as part of the value of the finished goods, 
and values are computed at wholesale: whereas, for the pur- 
poses of this comparison, they must be computed at retail 
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prices. These matters Mr. Atkinson has adjusted as well as 
he could; and we may accept with some confidence his com- 
putation that $9,000,000,000 represents the annual commercial 
product of our country, although Mr. Joseph Nimmo, Jr., 
chief of the Bureau of Statistics, makes this amount $9,817,- 
900,630, and says that, as some products have been omitted, 
he has no doubt that “the total value of the products of all 
industries was over rather than under $10,000,000,000, per- 
haps in very considerable measure.” * 

Then, assuming that 10 per cent. is a liberal allowance for 
profits and interest combined, he very naively computes the 
total product instead of the total capital engaged at that rate, 
and thus arrives at a sum of $900,000,000 as the aggregate 
yearly gain of all American citizens not in receipt of wages, 
salaries, or professional fees. 

Deducting this amount from his $9,000,000,000, he gets 
$8,100,000,000 as a “wages-fund.” He should have deducted 
it from the sum of $10,000,000,000, thus getting a sum of 
$9,100,000,000 as the wages-fund. For his $1,000,000,000 df 
domestic farm consumption is as much a part of a wages-fund 
as any other part of the annual product, and it really forms a 
part of the remuneration and consumption of the very 17,300,- 
000 persons whose earnings he is endeavoring to calculate. 
With this correction, Mr. Atkinson’s computation points to 
$494 as the average yearly wages of the wage-earners in the 
United States, $432 of which is on the average paid in cash, 
and $62 paid in kind or board wages or consumed by the 
producer. But, when paid entirely in money, American labor- 
ers receive $492 per annum on the average. 

But Mr. Atkinson and others have shown, I think, conclu- 
sively that $432 represents pretty accurately the average 
annual compensation of wage-receivers. If wrong at all, that 
sum is certainly too large rather than too small. Mr. Atkin- 
son’s estimate of $8,100,000,000 as the wages and salary fund 
of the United States in the year 1880, although wrongly ar- 
rived at, must be nearly correct. 

*Mr. Atkinson himself notices this computation, and characteristically pro- 
ceeds to distribute the excess as wages, without, apparently, any suspicion that 


without its aid his result as to average wages errs, if anything, on the side of 
excess. 
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We have, then, $1,000,000,000 which Mr. Atkinson does 
not account for; or, if we accept Mr. Nimmo’s calculation, we 
have $2,000,000,000 of annual product unaccounted for. But 
a far more serious error than this has been committed. The 
computation of $10,000,000,000 includes only material prod- 
ucts. The value of services, whether such services were per- 
formed by persons, land, or capital, has been entirely omitted. 
Yet these services are exactly as much a part of the annual 
product of the nation as its flour or its pork. A man with an 
income of $5,000 will expend, perhaps, $600 for house rent, 
$300 in servants’ wages, $300 for doctors’ and lawyers’ fees, 
schooling, and pew rents, $200 in travelling, concerts, theatres, 
etc. Probably 35 to 40 per cent. of his expenditure will be 
for services rather than products. And, though the wage- 
receiver expends a less proportion of his income for services, 
they form (including house rent, doctors’ bills, etc.) certainly 
15 per cent. of his expenditure. 

Let us see what this rather serious omission amounts to. 
And, first, what is the annual value in the United States of 
personal services? Among Mr. Atkinson’s 17,300,000 workers, 
we find 2,712,943 males and 1,361,295 females engaged in 
rendering personal and professional services; that is, 4,074,- 
238 working persons, the value of whose labor does not 
appear in the value of any material product whatsoever.* As 
a large number of these renderers of services are paid partly 
in board, we will assume, merely for the purposes of this expo- 
sition, that these 4,000,000 people sell their services at an 
average of $300 per year each,— not an extravagant estimate, 
when it is remembered that the list includes .clergymen, 
lawyers, physicians, actors, etc.— and that the average wage- 
earner gets $432 per annum, more than 40 per cent. above 
the figure we have named. This would give us a sum of per- 
sonal services amounting to $1,200,000,000, which is just as 
much a part of the yearly product of the nation as the $10,- 
000,000,000 of material products recognized by Mr. Atkinson. 

As to services rendered by land and capital, the value of 





*It will be observed that Mr. Atkinson includes this very 4,074,238 persons 
among his 17,300,000 producers at the same time that he excludes what they pro- 
duce from the sum total of annual products. 
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which does not reappear in that of any product, we have made 
the following rough computation: One-fifth the value of farms 
is calculated as due to the buildings and permanent improve- 
ments upon them. If we assume half of this sum, or one- 
tenth of the value of farms, as representing the dwellings 
upon them, we have $1,019,700,000 of service-producing 
wealth. The residences and business real estate, including 
water power, are valued in the United States at the sum of 
$9,881,000,000. The value of the use of business real estate 
and water powers reappears in that of material products; but 
the rent of dwellings, with that of the land they occupy, does 
not so appear. If we assume, therefore, that these latter com- 
pose three-fourths of the above total, we have a further sum 
of service-rendering wealth amounting to $7,410,000,000. 
And, altogether, we have a sum of $8,429,700,000 of such 
wealth, which at 8 per cent. per annum would yield a rental of 
$674,376,000. 

Horses and other animals hired or kept for pleasure, rail- 
roads and telegraph companies to the extent in which they are 
utilized for other than business purposes, together with the 
services performed for us by various other forms of accumu- 
lated wealth, would perhaps add enough to this sum to make 
it in round numbers $800,000,000 annually. We have here 
another $2,000,000,000 of annual income which Mr. Atkinson’s 
computation fails to account for.* 

We have, then, as the total annual product of the United 
States, according to Mr. Atkinson, but with omissions sup- 
plied : — 


Material products marketed, . . .... =... + + + $9,000,000,000 
Material products unmarketed, . . ...... + + 1,000,000,000 
Services rendered by persons, . . . . . 1. + + es ees 1,200,000,000 
Services rendered by wealth, . . . . 1... 1 ee es 800,000,000 

See ees Se se Kas ew eS eS lee 


Of this sum, Mr. Atkinson shows us (and in these figures we 


*That this computation is a moderate one would appear from the fact that, 
according to it, the average expenditure for rents, personal services, pleasure, 
travelling, etc., is 4, or 163 per cent., of income; and this result accords with what 
would be expected from general observation. 
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believe him to be as nearly correct as present statistics will 
allow) that 


16,200,000 common laborers and artisans obtain as wages . . $7,000,000,000 
And that 1,100,000 laborers of higher class obtain in fees and 
salaries and wages the yearlysumof . . ... . . . _1,100,000,000 
Total reward of personal efforts, . . . . $8,100,000,000 
Leaving, as the remuneration of other industrial equate, the 
yearlysumof .. _ .  8,900,000,000 
Or, if Mr. Nimmo’s ealeclistion of cunteste scctuete 1 is . “be 
received as more accurate than Mr. Atkinson’s, . . . . 4,900,000,000 


In other words, the sum total of the annual rents, profits, 
and interest in the United States is from 4} to 54 times what 
Mr. Atkinson assumes it to be; and the owners and controllers 
of wealth, instead of receiving only 9 per cent. of the total 
product, receive 324 per cent. to 37} per cent. 

That this calculation is not seriously out of the way can be 
shown from another class of statistics. The accumulated 
wealth of the United States is calculated in our census as 
amounting to the sum of $43,642,000,000, all of it income- 
producing, except the greater part of “household furniture, 
etc., $5,000,000,000,” and “churches and other real estate 
exempt from taxation, $2,000,000,000.” Of this, $7,000,000,- 
000, if we assume $642,000,000 to be income-producing, there 
would be in the United States the sum of $37,000,000,000 
productive of income. But, for the purpose of this computa- 
tion, the sum of national, State, and municipal indebtedness 
must be added, as the interest paid on these obligations con- 
stitutes part of the income of our moneyed classes. And, for 
a like reason, we should add the capitalized value of all pat- 
ent rights, charters, franchises, trade secrets, copyrights, and 
monopolies. These two sums, taken together, cannot well 
amount to less than $8,000,000,000;* and we have, conse- 
quently, a gross sum of about $45,000,000,000 of vested inter- 
ests from which an income is derived. 

Our two computations indicate that this income is from 
8% per cent. to 11} per cent. of the principal. Even the larger 

*This sum is a pure assumption on the part of the writer, made for the pur- 


pose of presenting arithmetically the confirmation afforded by this independent 
calculation of the sum total of incomes other than wages. 
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of these percentages will not appear extravagant, when it is 
remembered that in this community money is worth 3 per 
cent. when the security is as absolutely perfect as security can 
be, that Eastern merchants pay on the average fully 6 and 
Western merchants from 7 to 12 per cent., and make a profit 
for themselves in addition considerably in excess of the per- 
centage they pay, and that farm mortgages pay an average of 
over 6 per cent.* 

If we suppose that the average of interest paid on American 
loans and bonds is 54 per cent..—an average that cannot 
be far from the truth and if we further assume that the 
sum total of profits is about equal to the sum total of interests, 
— a supposition frequently made in the discussion of economic 
questions,— we should expect a gross return of rents, interests, 
and profits equal to 11 per cent. of the capitalized value of 
property. 

On the other hand, according to Mr. Atkinson, the $45,000,- 
000,000 of income-producing capital, land, and vested interests, 
which exist in the United States, only yield to their possessors’ 
and controllers an average income of 2 per cent. per annum, 
and this while 3 per cent. can be obtained from borrowers 
offering the best possible security. 

Another method of testing these results can be found in in- 
vestigating the proportion between annual savings and gross 
profits. It may be assumed that, as a whole, wage-receivers 
save little or nothing. The only apparent exceptions to this 
are the farmers, who are classed as wage-receivers in the 
census. But, though this class saves a great deal annually in 
the aggregate, few or none of them but expend more than 
such part of their income as accrues to them as wages. All of 
them are landlords and capitalists as well as laborers, and it is 
because of the addition of rent, profits, and interest to their 
wages that they are enabled to save. 

The salaried and professional class undoubtedly lay by a 
considerable proportion of their income, but not nearly so 
great a proportion as landlords, capitalists, and entrepreneurs 


* And it must also be borne in mind that 5 per cent., in addition to interest, is 
not the average, but rather the minimum rate of profit which will satisfy busi- 


ness men, 
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do, the latter being pre-eminently the saving class of the com- 
munity. 

Assuming, therefore, that, on the average, wage-receivers 
save little or nothing, we have rents, interest, profits, and 
large salaries as the fund from which the annual addition to 
the national wealth can be made. If we estimate large sal- 
aries and large professional incomes at $220,000,000, or 20 
per cent. of the total of that kind of income, we have, accord- 
ing to Mr. Atkinson, an annual fund of $1,120,000,000 from 
which savings can be made. Elsewhere, Mr. Atkinson in- 
forms us that we, as a people, add yearly about $900,000,000 to 
our accumulated wealth, or, in other words, though he unac- 
countably neglects to draw our attention to the fact, our 
accumulating classes, the very classes our newspaper econo- 
mists are given to charging with reckless extravagance, ex- 
pend only 20 per cent. of their income in the support of 
themselves and their families, and add annually 80 per cent. 
of it to their previous accumulations. 

On the other hand, if the sum from which accumulations 
can be made is really, as we have here somewhat roughly 
computed, between $4,120,000,000 and $5,120,000,000, 174 per 
cent. to 21? per cent. saved will give us the sum of $900,000,- 
000 calculated by statisticians as added yearly to our accumu- 
lated wealth. This proportion (though within the bounds of 
reason, while that which results from Mr. Atkinson’s figure 
is simply ridiculous) is yet much too large, which circum- 
stance is probably accounted for by the fact that part of 
this addition is not saved, but is the result of the rise in 
the value of real and some kinds of personal property, nat- 
ural to a community in which population is increasing. 

There is yet another statistical comparison which goes to 
invalidate Mr. Atkinson’s results and confirm ours. Although 
the writer is unable to furnish the exact figures, statistics exist 
which show that the income of the English people is about the 
same per capita as that of Americans. But wages with us are 
at least 40 per cent. higher than with them. It follows from 
this that, if in America 90 per cent. goes to labor, only 65 per 
cent. goes to labor in England; and that, while 10 per cent. 
goes to landlords and capitalists in America, 35 per cent. goes 
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to them in England. According to this, as the rates of inter- 
est and profits are lower in England than in America, the ac- 
cumulated wealth of England must be more than four times 
per capita that of America. 

On the other hand, if in America only 65 per cent. of the 
total product goes to wages, 47 per cent. of England’s product 
would go to laborers there, under the supposed conditions ; 
while 35 per cent. in America and 53 per cent in England 
would accrue to landlords, business men, and capitalists. This 
would make, after a like allowance for different rates of inter- 
est, English accumulations per capita about 17 times Ameri- 
can, which is a pretty close approximation to the disparity 
between the two nations in this respect, which is generally 


supposed to exist. 
Freperick B. Hawtey, 
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STATISTICS OF IRON AND COTTON 1830-1860. 


THE PRODUCTION AND IMPORTS 


[Figures indicate gross tons.— 000 omitted.] 


OF IRON IN THE UNITED STATES. 

















Imports of 
Total Hammered] Rolled Railroad 
Year. | Production. | Imports. Pig Iron. Bar. Bar. Iron. 
1830 165 48 1 31 7 
1831 191 55 7 23 15 . 
| 1832 200 R4 10 38 21 
1833 218 89 9 36 28 
1834 236 87 11 32 29 
1835 254 87 12 31 28 
1836 272 108 8 33 47 
! 1887 290 113 14 31 48 
1838 308 84 12 21 36 
1839 3826 131 12 36 60 
1840 AT 83 6 29 33 29 
1841 290 128 12 30 63 23 
1842 230 120 19 19 62 25 
1843 312 32° + 6 16+ 10 
1844 394 177 15 12 40 16 
1845 485 80 27 18 24 22 
1846 765 81 24 21 24 6 
1847 800 97 28 15 40 13 
1848 800 179) 52 20 82 29 
1849 650 336 106 11 173 69 
1850 563 75 15 248 142 
1851 413 410 ++ 67 20 254 189 
1852 540 502 92 44 291 246 
1853 723 619 114 18 387 299 
1854 662 589 160 14 329 283 
1855 700 404 99 117 127 
1856 788 399 59 108 155 
1857 712 385 52 87 179 
1858 629 219 42 66 76 
1859 750 279 72 95 70 
1860 821 395 110 106 122 




















*The fiscal year 1843 contained but nine months,—from October 1, 1842, to 


July 1, 1843. 


i 


t Grosvenor says this is “evidently a misprint.” 
Treasury Report for 1843. 


+ Increase chiefly in railroad iron, but also in pig iron. 


It is the figure given in the 
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The figures of the production of iron are those given by R. W. 
Raymond in the appendix to A. S. Hewitt’s pamphlet, A Century 
of Mining and Metallurgy in the United States. But through almost 
the whole of the period under consideration the statistics are hope- 
lessly uncertain. Mr. Raymond seems to have followed in part the 
figures of Henry C. Carey, whose statements on any subject con- 
nected with the tariff need careful watching. Carey (Harmony of 
Interests, pp. 11, 12) gives the same figures as Mr. Raymond for the 
years 1830-32, and for the subsequent years of that decade hints at 
a general development similar to that figured out by Mr. Raymond. 
See, among other places, his Review of the Report of D. A. Wells 
(1869), p. 9. All figures for the decade are nothing more than 
guesses, though they probably serve to show roughly what was the 
actual movement of production. The most discordant statements 
are made in regard to the decade 1840-50. We present in parallel 
columns the figures given by Raymond, by Carey (Harmony of In- 
terests, as cited above), by Taylor (Statistics of Coal, Philadelphia, 
1855, p. 46), and by Grosvenor (Does Protection protect? pp. 214-216). 
J. M. Swank (American Iron and Steel Association Report, 1876, p. 163) 
repeats Carey’s and Raymond’s figures, except in giving 215,000 tons 
as the production of 1842. 





STATEMENTS OF THE PRODUCTION OF IRON, 1840-50. 
[Gross tons.— 000 omitted.} 














Year. Raymond. Carey. Taylor. Grosvenor. 
1840 AT 315 287 347 
1841 290 360 
1842 230 230 376 
1843 312 386 
1844 394 380 486 427 
1845 486 500 502 486 
1846 765 765 551 
1847 800 800 500 

1848 800 800 620 
1849 650 650 650 

1850 565 400 











The figure 565,000 for 1850 is that of the census: it probably rests 
on guesswork as much as any of the other figures. Mr. Grosvenor’s 
figures rest on a critical examination of Carey’s statements, on ingen- 
ious use of contemporary data, and on the census figure of 1850. 
Carey wrote with a strong bias towards exaggerating the product, 
and Mr. Grosvenor, probably, with a bias the other way. One point 
seems clear: there could not have been an increase during the five 
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years between 1842 and 1847 from 230,000 to 800,000 tons, such as 
is indicated by Carey’s figures, which Mr. Raymond follows. The 
total production of anthracite iron in 1847 was not 120,000 tons. 
Deducting this from the supposed total of 800,000, we have 680,000 
as the production of charcoal iron in 1847 as against 230,000 (chiefly 
charcoal) in 1842. Considering the small scale on which charcoal 
iron was made, and the difficulty of increasing rapidly the supply 
of fuel, it is not possible that the product should have been tripled in 
five years. Either the figure for 1842 is too low or that for 1847 is 
too high. After 1850, the facts are clearer, though the figures are 
still far from exact. Beginning with 1854, we have the figures of 
the Iron and Steel Association, which are doubtless more or less in 
the nature of estimates for the earlier years, yet do not rest so much 
on guesswork as the figures for 1840-50. The following table gives 
statements for the years 1850-60. The first column gives Raymond’s 
figures, the second those of the Iron and Steel Association, and the 
third those of Lesley’s Iron Manufacturers’ Guide (Philadelphia, 
1859), p. 750:— 


STATEMENTS OF THE PRODUCTION OF IRON, 1850-60. 








[000 omitted.] ° 

Raymond. Iron and Steel Asso. Lesley. 
Year. Gross tons. Net tons. Gross tons ? 
1850 563 
1851 413 
1852 540 500 
1853 723 
1854 662 736 7 
1855 700 784 729 
1856 788 883 813 
1857 712 798 
1858 629 705 
1859 750 840 
1860 821 919 














If Raymond’s figures are reduced to net tons, they will be found 
to agree fairly well, after 1854, with those of the Iron and Steel 
Association figures. The frequent omission to state whether the 
gross ton of 2,240 pounds or the net ton of 2,000 pounds is meant 
makes the figures uncertain. The gross ton was generally meant 
in former years; and Lesley’s figures probably indicate gross tons, 
thongh this is not expressly stated. 

The statements of imports have been taken, up to 1847, from the 
tables in Grosvenor’s Does Protection protect? pp. 198, 221. For the 
years from 1847 to 1860, they have been compiled independently from 
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the Treasury Reports. Until 1854 (inclusive), the Treasury Reports 
divide bar iron into “rolled” and “hammered,” giving separately the 
imports of each kind. Railroad iron, during this period, is included 
in the rolled bar. After 1854, however, bar iron includes both ham- 
mered and rolled bar, but does not include railroad iron, which is 
separately classed. In our table, therefore, the figures in column six 
for railroad iron state, up to 1854, a part of the previous figures in 
column five for rolled bar, while they indicate after 1854 an addi- 
tional import. 

The figures in column two profess to give the total imports in terms 
of pig iron. This has been done by assuming that it took 1} tons of 
pig iron to make a ton of rolled or hammered bar, or of railroad iron, 
and by adding this assumed equivalent of pig iron to the imports of 
pig. This conversion into pig rests on the authority of Lesley, who 
states (Iron Manufacturers’ Guide, p. 761) that 1} tons of pig are 
consumed in making one ton of bar, and of French, who says (His- 
tory of the Iron Manufacture, p. 156) that from 1} to 1} tons of pig 
are used in making one ton of iron rails. It should be mentioned 
that Swank, in the Jron and Steel Association Report for 1875, states 
that, on the average of sixteen years, but 1 1-20 tons of pig were con- 
sumed in making one ton of finished bar; but Lesley’s and French’s 
statements refer more particularly to the period here considered. 
No account has been taken of the imports of the various forms of 
manufactured iron,—anchors, anvils, tools, and machinery. The 
duties being usually ad valorem, the customs reports state mainly 
values, and not weights. The import in these forms has always been 
large; and if it were considered, as of course it should be, the propor- 
tion in which imported iron supplied the consumption of the country 
would appear still larger than the table indicates. 





The tables on page 384 give the consumption of cotton as stated 
in three sources. The first figures, both for the United States 
and for Great Britain, were compiled by Mr. B. F. Nourse in 
1868, for the National Association of Cotton Manufacturers and 
Planters. They are printed in the Proceedings of the convention for 
organizing that association (Boston, 1868), and are also printed in 
the Reports of the United States Commissioners to the Paris Exposition of 
1867, vol. vi. Report on Cotton, pp. 30-34, 76-80. The column 
headed “Hunt” gives the figures for the United States, which are 
printed in Hunt’s Merchant’s Magazine, vol. xlv. p. 11. The col- 
umns headed “Bureau of Statistics” give the figures printed in the 
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Quarterly Report of the Bureau of Statistics, No. 3, 1885-86, p. 601, 
which are stated to have been compiled from Ellison’s Annual Reviews 
of the cotton trade. Nourse’s and Hunt’s figures have been reduced 
to bales of 400 pounds. The Bureau of Statistics figures state sim- 
ply the bales, without indicating their weight. The average weight 
of the cotton bale increased steadily throughout these years. It rose, 
for the cotton used in the United states, from about 340 pounds in 
1830 to over 450 in 1860; while that used in Great Britain rose 
from about 300 pounds in 1830 to over 420 in 1860. Allowance must 
be made for this change in comparing the figures of the Bureau of 
Statistics with those from the other sources. 

The figures of Nourse, which rest mainly on the annual statements 
in the New York Shipping List, are, doubtless, the most trustworthy. 
They agree exactly, for the years 1830-47, with those given by Elli- 
son in the table at the end of his excellent Handbook of the Cotton 
Trade (London, 1858). For the years 1847-57 there is some dis- 
crepancy between the figures of the Handbook and those of Nourse, 
but it is not great. Nourse’s figures for the United States, as repro- 
duced, give for the years 1830-47 (inclusive) the total consumption 
in the United States, and for the years 1847-60 the consumption in 
the North only. Nourse makes no attempt at such a discriminatior 
until 1848, when he begins to state separately the consumption in 
the South; ie., “south of the Potomac and west of Virginia.” This 
Southern consumption, which has not been included in our table, is 
stated to have varied from a minimum of 92,000 bales in 1848 to a 
maximum of 185,000 bales in 1860. “The entire spinning capacity of 
the machinery in the South before the war was never equal to the 
consumption of 90,000 bales,” says Nourse. The Southern consump- 
tion was largely for miscellaneous non-textile purposes. It has seemed 
best, on the whole, not to include it in the tabular statement. 

The statistics do not agree as to details, and none can pretend to 
close accuracy; but they indicate clearly the steady and rapid growth 
of the cotton manufacture, both in the United States and in Great 
Britain. Some points of detail may be noted. All the figures indi- 
cate a great decrease in British consumption and an increase in the 
American consumption in 1847, the year after the passage of the act 
of 1846; while there is a sharp increase in Great Britain, with a 
decrease in the United States, in 1851. These fluctuations confirm 
the conclusion that the advance of the cotton manufacture in the 
United States was little affected by changes in duties, but depended 
mainly on the general state of business activity. 
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CONSUMPTION OF COTTON 








IN THE UNITED STATES IN GREAT BRITAIN 
as stated by as stated by 
Bureau of Bureau of 
Year Nourse, Hunt, Statistics, in Nourse, (Statistics, in 
as in bales of | in bales of | balesof un- || in bales of | bales of un- 
Sept. 1. 400 Ibs. 400 Ibs. specified 400 Ibs. specified 
weight. eight. 

107.5 619.0 
1831 154.8 656.7 
1832 156.4 2 
1833 170.1 717.5 

177.2 758.5 
1835 198.8 795.2 

220.7 868.5 
1837 211.0 210.0 914.2 

234.0 230.0 1,041.7 
1839 265.0 257.5 2 

289.2 277.5 1,147.2 

292.8 287.5 1,095 
1842 265.8 262.5 1,087.7 

332.3 327.5 826 1,294. 1,372 
1844 367.1 357.5 417 1,360.0 1,364 
1845 398.6 38r.0 471 1,516.5 1,622 
1846 445.2 437.5 491 1,535.7 1,561 
1847 461.1 437.5 512 1,103.5 1,200 
1848 545.0 522.5 609 1,441.5 1,315 
1849 3 5 598 1,574.7 1,537 

510.8 470.0 570 1,470.5 1,538 
1851 403.8 395.0 467 1,647.2 1,667 

629.5 592.5 684 1,849.0 1.877 
1858 695.9 662.5 782 1,902.2 1,878 
1854 636.7 607.5 716 1,940.2 1,874 
1855 619.7 590.0 681 2,097.7 2,130 
1856 664.6 770 2.253.3 2,170 
1857 738.9 800.0 819 2,065.0 2,247 
1858 499.7 595 2,264.0 1,981 
1859 849.5 927 2,441.5 2,179 
1860 913.3 972 2,709.0 2,560 























The exports of manufactures of cotton from the United States 
during the period here considered were as follows :— 


EXPORTS OF MANUFACTURES OF COTTON FROM THE UNITED STATES. 








[000 omitted.) 
$1,180.00 Wear 1850,.......cccccecessscces $4,734 
1,706.00 =. 
3,070.00 « 13 
+ 3,123.00 “ 
2,971.00 bd 
- 3,223.00 
+ 2,899.00 Led 
4,328.00 « 
3,545.00 ad 
6 WBAT, ccc ccccccccscccessess 4,082.00 a 
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